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PPROGEEDI-NGS
MR RODCGERS: | feel like church, you

know, cone on down everybody. Cone to the front rows.

There's plenty of roomup in front. Howis this
vol ume of the m crophone. Ckay?

AUDI ENCE RESPONSE:  Great. Beautiful.

MR RODCGERS: If you'll bear with ne, |
have a little boilerplate introduction that I'm
required to read at these. Then we'll get going to

the fun stuff.

CGood norni ng and wel come. M nane is
David Rodgers. |'mthe Energy Policy Act Team Leader
at the Ofice of Transportation Technol ogies at the

Depart ment of Energy. On behalf of the Departnent,

I"d like to thank you for taking tine to participate
in this public hearing concerning the Departnent's

Alternative Fuel Transportation Program And | know

sone of you have cone froma |l ong distance and |
appreci ate that.
The purpose of this hearing is to receive

oral testinony fromthe public on the Departnent's

Advance Notice of Proposed Rul emaki ng. Your comments
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are not only appreciated, but they are essential to
t he process as we nove forward.

Thi s proposed rul emaki ng, which concerns

Alternative Fuel ed Vehicle Acquisition Requirenents
for Private and Local Governnent Fleets, is required

by the Energy Policy Act of 1992 and it begins a

process to deternine whether alternative fuel ed
vehi cl e acquisition requirenents for certain private
and | ocal governnent autonobile fleets should be

pr omul gat ed.

Thi s advance notice al so requests conments
fromthe public on progress towards the goals set
forth in section 502(b) of the Act, identifying the

probl ems with achi eving the goals, assessing the

adequacy and practicability of and considering al
actions necessary to nmeet the goals. The ANCPR is

intended to stinulate coiments that will informthe

Depart ment' s deci si ons concerning future rul emaki ng
actions and non-regulatory initiatives to pronote
alternative fuels and alternative fueled vehicles. If

you have not already read the Federal Register notice

from August 7, 1996, | urge you to do so. Copies are
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available at the registrati on desk
The comments received here today and those

submtted during the witten coment period will

assist the Departnment in the rul emaki ng process. The
witten comrent period ends Novenber 5th, 1996. Al

witten comrents nust be received by this date to

ensure full consideration by DOE. The address for
sending in comments is provided in the Federal
Regi ster noti ce.

As the Presiding Oficial for the hearing,

I"d like to set forth the guidelines for conducting
the hearing and provide other pertinent information.
In approxi mately one week, a transcript of this

hearing will be available for inspection and copying

at the Departnment of Energy's Freedom of Infornmation
Readi ng Room The address is specified in the Federa

Regi ster notice. 1In addition, anyone wi shing to

purchase a copy of the transcript nmay nake their own
arrangenents with the transcribing reporter, who is up
here to our right.

This will not be an evidentiary or

judicial type of hearing. It will be conducted in
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accordance with Section 553 of the Admnistrative
Procedure Act, 5 U S.C. Section 553 and Section 501 of

the DOE Organi zation Act, Section 42 U S.C. Section

7191. To provide the Departnment with as much
pertinent informati on and as nmany views as can be

reasonably obtained, and to enable interested parties

to express their views, the hearing will be conducted
in accordance with the foll owi ng procedures:
Speakers will be called to testify in the

order indicated on the agenda.

Speakers have been allotted ten m nutes
for their oral statenents.
Anyone may nmake an unschedul ed ora

statement after all schedul ed speakers have delivered

their statements. Persons interested in nmaking an
unschedul ed statenent should submit their name to the

regi stration desk before the concl usion of the |ast

schedul ed speaker
And at the conclusion of all
present ati ons, schedul ed and unschedul ed, speakers

will be given the opportunity to make a rebuttal or

clarifying statenent, subject to tinme constraints, and
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will be called in the order in which the initia
statements were nade. Persons interested in making

such a statenent should submt their name to the

regi stration desk before the conpletion of the |ast
speaker.

Questions will be asked only by nenbers of

t he panel conducting the hearing.
As nentioned earlier, the close of the
conment period is Novenber 5th. Al witten comrents

received will be available for public inspection at

t he DCE Freedom of Information Reading Roomin
Washi ngton, DC. That nunber is (202) 586-6020. The
address for submitting witten conments is provided in

the Federal Register notice. E ght copies of the

conments are requested. |f you have any questions
pl ease see Andi Kasarsky at the registration desk

Any person submitting infornmati on which

you believe to be confidential and exenpt by |aw from
publ i c disclosure should subnmit to the address above
one conpl ete copy and three copi es from which

information clained to be confidential has been

deleted. |In accordance with the procedures
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established at 10 CFR 1004. 11, the Departnent of
Energy shall nake its own determ nation as to whether

or not the information shall be exenpt from public

di scl osure.
In keeping with the regulations of this

facility, there will be no snmoking in this room

W appreciate very nuch the tinme and
effort and you have taken in preparing your statenents
and are pleased to receive your conmrents and opi ni ons.

| would now like to introduce the other nmenbers of the

panel. Joining ne this nmorning is Paul McArdle, an
Economi st in the Departnent's Ofice of Policy and
International Affairs, and dara Chun, California

Cean Gties Program Manager, fromthe Department's

Cakl and Site O fice.
Thi s introduction has been | engthy, but I

hope useful. Nowit is time to nove on to the

i mportant business of the day, to listen to your
conment s.
And | apol ogi ze, there is one quick

schedul i ng change. Sheron Gallop )) Galuppo, |I'm

sorry, needs to go back to the Assenbly for sone
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i mportant business. So she has agreed to go on first.
Thank you very much Sheron

M5. GALUPPQ And thank you every one for

your indul gence. | appreciate it.
CGood norning. M nane is Sheron Gl uppo.

I'"mhere today on behal f of ny boss, Assenbl yman D ck

Ackerman, who represents the 72nd Assenbly District in
Orange County, California. Qur District lies within
the South Coast Air Quality Managenment District.

Assenbly Ackernman is famliar with

governnent regul ations and subsidies relating to
alternative fuels and alternative fuel ed vehicles. It
is his opinion that Orange County constituents will

benefit fromfewer regul ations, not nore.

At thistime l'd like to submt a letter
outlining the Assenbl yman's concerns.

I n concl usion, Assenbl yman Acker man urges

you to reconsider inposing this unfunded fleet mandate
on |l ocal governnent, the business comunity and our
constituents.

If you have any questions, please fee

free to call our Capitol office or the District

10
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of fice. Thank you for your consideration
MR RODCGERS: Thank you very much.

| have one nore unschedul ed speaker who

needs to speak right away. Jerry Smth.
MR SMTH Thank you. M/ nane is Jerry

Smith. | work for Senator Haynes. He was unable to

attend this nmorning and asked that | read a letter on
hi s behal f.
Al'so not in attendance this nmorning are

letters that | would like to submt for the record

fromlegislators. They are the follow ng: Assenbly
Uilities and Commerce Chair M ckey Conroy, Senator
Mauri ce Johannesse, Assenbly Majority Wip Steven

Kuykendal | , Assenbly Consuner Protection Comittee

Chair JimMorrissey, Assenblyman Bill Mrrow, Assenbly
Maj ority Leader Janes Rogan and Senator Don Rogers.

The letter from Senator Haynes. Thank you

for providing ne with the opportunity to voice ny
t hought s concerni ng the proposed federal regul ations
which would require alternative fuel vehicle

acqui sitions by local governnent and certain private

fleet operators.

11
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| represent the Riverside area in the
California State Senate. The folks in ny district

are, by and large, working famlies who have to

struggl e each day to keep their jobs, pay their taxes
and make ends neeting. Since there are not a |lot of

big industries in our area, many peopl e spend hours

each day conmmuting to jobs in other counties, such as
Orange, San Diego and Los angel es. The snall and
medi um si zed businesses in the district are, |ike the

rest of California's comercial sector, fighting

stagnant revenues and rising costs which are
conpounded, to a great extent, by the unfriendly
regulatory and tax climate of our state.

Qur nmunici pal economes are not exactly

flourishing either. As a matter of fact, both the
Gty and County of R verside are operating at a

deficit this year

That's why your proposal to force |oca
governnents and certain private businesses to purchase
alternative fuel vehicles for their fleets is of

particul ar concern to ne.

As arule, alternative fuel vehicles are

12
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significantly nore expensive than their conventionally
fuel ed counterparts. For exanple, an electric Ford

Ranger pi ckup truck woul d cost about $34,000, with a

range of only 50 mles on a charge. The sane Ford
Ranger pi ckup, powered by gasoline, would cost only

about $11,000 and go 350 niles on a tank of gas.

Increnental costs are also higher for cars
and trucks powered by other alternative fuels such as
natural gas and nethanol. |t nakes absolutely no

sense, price-w se or performance-wi se, for a private

busi ness or a | ocal governnent to spend up to three
times as much for a vehicle with a fraction of the
per f or mance capacity.

What does this nean for |ocal governnents?

It means that for every dollar of extra cost applied
to an alternative fuel ed vehicle purchase, a

correspondi ng dollar must be cut from another

muni ci pal program This coul d mean budget cuts for
such essential services as | aw enforcenent, public
health, public safety and public transportation. O,

it could mean increasing the tax burden on an already

over-taxed citizenry. |'ve described to you the
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budget problens our area is experiencing. Your
proposed fleet mandate could well be the straw that

broke the canel's back

For the private sector, your mandate neans
that the cost of doing business would go up. For

every extra dollar spent on an alternative fuel

vehicle, a dollar would have to be deducted from
sal aries, benefits or production costs. Enployees
woul d have to be laid off. |If prices were raised

dollar for dollar to absorb the higher vehicle cost,

conpani es' sales would suffer, and thus jobs woul d be
| ost just the sane.
Further, the autonobile industry has

already stated that it woul d probably have to increase

the cost of conventional vehicles to keep the prices
of alternative fuel vehicles artificially low That

means that the many commuters in ny district would be

faced with even higher costs for the gasoline-powered
vehi cl es they nust have to get to and from work.
Consi dering the distances the comuters travel and the

significantly higher cost of alternative fuel

vehi cl es, even after factoring in the taxpayer and

14
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consuner -funded subsidies, it is safe to assune that
t hese peopl e woul d never thensel ves drive AFVs but

they would be paying for them And that's sinply ))

sinply is not acceptable.
| take small confort in the free noney

of fered through schenes |like the dean Cties Program

which nmerely take tax dollars fromour conmmunities and
redistribute themin | esser anounts for the severely
restricted purpose of propping up an alternative fuels

pr ogram whi ch woul d have no hope of surviving w thout

such subsi di es.
It would be far better for ny constituents
if they were allowed to keep nore of their noney in

the first place, since they are certainly nore in

touch with their own needs than are appointed
bureaucrats sonme 3,000 mles away in Washington, D.C

As for local governnents, surely the

directly elected representatives of the community are
ina far better position to determ ne where public
dollars are nost effectively spent. Better to return

control of that noney to local planners, who after

all, are directly responsible for the well-being of

15
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their cities.
| understand that you are contenpl ating

this fleet mandate as a means of meeting your goal of

di spl acing 30 percent of motor fuels by the year 2010.
It should be apparent that if you doubt this quota

woul d be achi evabl e without forcing | ocal governnents

and private businesses to purchase alternative fuel ed
vehicles, it is probably the quota itself that is
unr easonabl e, not the consumers who have no apparent

interest in voluntarily nmeeting it.

| al so question the assunption that this
fl eet mandate woul d sonehow be good for the country's
econom ¢ health. The best engine for econom c growth

is free and fair conpetition on a level playing field.

These conditions are inpossi bl e when gover nnent
presunmes to pick winners and | oser in the narketplace

and stacks the deck accordingly. There are many

exanpl es of such expensi ve governnent ganbles in our
hi story, the disastrous Syn Fuel s program of the
1980's is one of them

If alternative fuels are indeed in demand,

the free market will rise to create the supply. If
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not, it would be poor public policy indeed to
artificially create a market by picking the pockets of

t axpayers and busi nesses, and setting product

penetration quotas which cannot reasonably be net.
It is bad enough that California s econony

i s already buckling under the yoke of outrageous

subsi di es and nandates for alternative fuel vehicles.
The last thing we need is the Departnent of Energy
saddling us with yet another unfunded mandate which

will provide no benefit for our citizens while

si phoni ng of f scarce tax dollars which are acutely
needed for under-funded essential services.
| respectfully urge you to retire your

proposed fleet mandate once and for all. The people

of California sinply cannot afford it
Thank you very much

MR RODCGERS: Thank you for a clear and

direct letter.
Wth your indul gence, | have one nore
representative fromthe Assenbly. Lara Diaz is here

t oday.

M5. DIAZ: CGood norning. |'mhere on
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behal f of Assenbl yman Steve Bal dwi n, who was not abl e
to make it here today but he has witten a letter that

I would like to read to you

Ladies and gentlenen, | would like to take
this opportunity to state for the record ny conti nued

opposition to any proposal that calls for either

private sector businesses or |ocal government agencies
to adopt alternative fuel ed vehicle, AFV purchase
quotas. There is no environnental justification for

t hi s unfunded mandate. Technol ogi cal advances in the

efficiency of conventional fuels and engi nes have
dramatically reduced nobil source em ssions. And as
ol der, less clean vehicles are retired, many of our

remai ning em ssion problens will be retired with them

Any first termeconom c student can tel
you that if there is a demand for a product, the

private sector will rush to nmeet it. A product for

whi ch no dermand exists will |anguish on the shelf.
As far as alternative fuel ed vehicles are
concerned, we clearly have a case of supply far

exceeding demand. It is certainly not the intended

pur pose of governnent to act as a narketing agent for
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unwant ed products.
California already has one of the nost

oppressive taxation and regulatory climates in the

nation. W have worked hard to change that and are
finally beginning to recover fromthe worse recession

this state has seen in decades. Please do not inpeded

that recovery with this multi-billion dollar unfunded
mandat e.
Thank you.

MR RODCGERS: Thank you very much.

And now we can proceed to our first
schedul ed speaker. | appreciate very nmuch the tinme of
the assenbly representatives conming and providi ng

their comments.

M. Chuck Inbrecht. Thanks Chuck.
MR | MBRECHT: Cood norning. M. Chairnman

and Menbers, |'mpleased to be here today to represent

the California Energy Comm ssion. As |'msure you
perhaps know, | formerly service as Co-Chair of the
US Aternative Fuels Council. It was under the

aegi s of the Departnent of Energy.

Recent events in the Mddl e East once
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agai n underscore the need to find alternatives to
petrol eumfor our nation's transportati on needs.

These alternatives can provide inportant market

conpetition, thus reducing the adverse inpacts of
international political events on domestic prices.

Wthout alternatives, our degree of dependency upon

petrol eum and exposure to price volatility, and fear
of petrol eumsupply disruption will continue to weaken
our econony.

One estimate of the cumul ative cost to the

United States due to oil price shocks and supply
mani pul ation, and | might add this is generated by Gak
Ri dge National Laboratory, not by the Energy

Comm ssion, is that between 1972 and 1991 the U. S

| ost sonething in the nei ghborhood of four trillion
dol | ars.

As with the Energy Policy Act, it is the

goal of the Commi ssion to reduce dependence on
inmported oil by diversifying the state's
transportation energy resources. California is nearly

100 percent dependent on petroleumto fuel its 23

mllion cars and trucks. Those 23 mllion vehicles

20
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consurme nore than 15 billion gallons of petrol eum fue
each year and account for about ten percent of the

nation's vehicle population. And although the

i ntroduction of cleaner burning gasoline in California
this year may help, certainly will help, inprove our

air quality, it does not go far enough in term of

advanci ng energy diversity.
Since 1975, the Conm ssi on has been
| ooki ng at ways to reduce the state's dependence on

petroleumfor its transportation needs. Wether

politics or natural disasters cause a disruption in
pet rol eum suppl i es, our experience remnds us that it
is critical for the nation to achieve the oil

di spl acement goals set forth in the Energy Policy Act.

Al t hough anbitious, the goals of ten percent by the
year 2000 and 30 percent by 2010 shoul d be pursued.

CGeneral | y speaki ng, we support EPACT' s

vehi cl e acquisition requirenents. The Conm ssion
bel i eves that DCE shoul d pursue alternative fue
vehicl e acquisition for private and nunicipal fleets

whi ch neet EPACT's definition of fleet.

The Comm ssion al so believes that the

21
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pl acenent of the acquisition requirements on various
fleet markets nakes efficient use of existing

infrastructure, and allows for the gradual growth into

future applications and other geographic regions.
However, | shoul d enphasi ze that mandat es

wi thout incentives are, in our judgnent, dooned to

fail. There nmust be incentives for fleets to buy both
the alternative fuel vehicles and also to buy the
fuel. In order for the nation to successfully achieve

its energy security objectives, all conponents and

partners of such an undertaking nmust be in place. For
exanple, a wide variety of alternative fuel vehicles
must be available and they nmust be conpetitively

priced. And | think that underscores one of the

poi nts nade by sone of the coments you heard from our
| egi sl ative nenbers.

I'd like to congratul ate the Ford Mot or

Conpany for being the first and at this point the only
original equipnent manufacturer to offer a full range
of alternative fuel vehicles at or bel ow rmarket

prices. Qher original equipnent nmanufacturers sinply

have to follow suit. Adequate fuel infrastructure

22
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must be established in order to accommodate not only
bi -fuel and flexible fuel, but dedicated alternative

fuel vehicles as well. And fleets, generally

recogni zed as the target narket for AFVs, nust be
ready to accept responsibility for new and evol ving

t echnol ogi es.

California, as you know, has extensive
experience in AFV marketing and we have | earned from
that one thing that's very clear. Fleets and private

purchasers of AFVs are seriously discouraged when

faced with high incremental costs for vehicles,
potentially reducing vehicle driving range, decreased
flexibility in refueling, or added conplexity in

accessing fuel and paying for fuel purchases. These

direct and indirect costs should be offset with
i ncentive neasures.

Petrol eum Vi ol ati on Escrow Account funds

have been critical to the deploynment of nore than
15,000 flexible fuel vehicles and 6,000 natural gas
vehi cl es and now sone 200 el ectric vehicles in our

state over the last ten years. |Incentive funds mnust

continue to be nade available to hel p of fset
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i ncremental costs of nmany alternative fuel vehicles
and to sustain the market devel opnent already

occurring across the country. Future Department of

Energy alternative fuel special project grant funds
shoul d be targeted toward vehicle and infrastructure

i ncentives, and should be awarded where the nost

significant oil displacenent goals can be achi eved.
The voluntary dean Cties programshoul d be given a
priority in ternms of conpeting for those grant funds.

The use of alternative fuels benefits the

entire nation by reduci ng our dependence on foreign
oil as well as inproving our air quality. Hence, the
nation should nmake this positive undertaking

attractive to fleets through incentives; fleets should

not be financially penalized for purchasing
al ternative fuel vehicles and using those fuels.

W al so believe the federal government

shoul d | ead by exanpl e by denonstrating the use of
alternative fuels inits own vehicle fleet. In
California we know that the 2,000 flexible fuel

vehi cl es, which are operated by federal agencies, are

only using alternative fuels in fact )) |I'msorry, are

24
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using gasoline 90 to 95 percent of the time, when they
clearly have the capability of using nethanol and

ot her al cohol fuels.

Al t hough some of the FFVs were placed in
areas where there was no fuel, the majority have

conveni ent access to M85 or 80 percent nethanol and,

in fact, have access in many cases to free M5.
Anot her way fleets can benefit is through
reduced fuel costs. Federal and state fuel excise

taxes applied to the alternative fuels are already

i nconsi stent when nmeasured on an energy equi val ent
basis. Wen adjusted for energy content, the
disparity is even greater, as evidenced by the

extremes of no federal tax for electricity as a

transportation fuel, and 28.2 cents of federal tax per
energy equivalent gallon for liquefied natural gas.

The Comm ssi on believes that the

Depart ment of Energy should actively pursue a change
in this federal taxation schene to provide tax parity
on an energy equivalent basis for all alternative

fuels, as clearly should be the objective at the state

level as well. In this way, all taxes would be fuel

25
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neutral, an indicator of sound econom cs and equity.
And if we're truly looking for that |evel playing

field, nowthis is the way that we can insure that

there are no hidden incentives or benefits for any
fuel, be it gasoline or an alternative.

As a practical matter, creation of other

i ncentives, vehicles and infrastructure, may be
applied nore straight- forwardly without the confusion
of the built-in inequity of the current excise tax.

In addition, some formof phase-in of this new,

equitabl e tax structure would be hel pful in
encouragi ng early depl oynent of fuels and vehicles
t hr oughout the country.

Unfortunately it appears that the

Depart ment of Energy will have to delay the rul emaking
for private and | ocal governnent fleets. The federa

fleet was unable to adhere to its own vehicle

acqui sition schedule, as | amsure you are aware. And
since the state and fuel provider fleet rule is a year
|ate, we do not have any data on the success or

failure of a fleet rule. The delay of the 1999 al

other fleets rule, will set the possible
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i mpl ement ati on back in our judgment to about 2002.
The Conmi ssion believes that early

adopters, or purchasers of alternative fuel vehicles

during the 1999 to 2002 fleet rule delay time period,
shoul d be given extra credits for AFVs in order to

sustain the early market devel opnent and vehicle

conmerci al i zati on monentum which is now just being
realized.
| want to thank you again for an

opportunity to comrent. The Commi ssion would like to

submt some additional comrents of sone detail, in
terms of the specific questions which you posed in
your public notice

Thank you very much

MR RODCGERS: Thank you very much, Chuck
and if you have a minute, | wanted to ask you a

question. In the final regulation that covered state

fleets and those of fuel providers, the Departnent was
able to add sone flexibility for nediumduty and heavy
vehicles to get sone credit. So that fleets that did

want to conply and that felt that a nmediumor a heavy

duty vehicle nmade sense, were able to do so. Is it
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your experience here in California that incentives for
medi um and heavy vehicles are also inportant to

pronoting alternative fuel use?

MR IMBRECHT: | don't think there is any
question about that and | think quite clearly that

when we tal k about incentives, we woul d be thinking

about internalization of the overall cost of the
transportation system And | think in that context we
can understand the econom cs nmuch nore clearly.

MR RODGERS: 1'd like to offer the rest

of the folks on ny panel, if they have any questi ons,
Paul ?
MR MARDLE: Yes. Chuck, | have two

qui ck questions. The first one invol ved your

statenment regarding BTU tax parity for the fuels. In
your statenent were you, in setting the tax parity,

were you advocating setting it relative to the

gasoline rate or perhaps a lower rate than gasoline as
an incentive?
MR | MBRECHT: Frankly, we have al ways

advocated, as | said the epheneral level playing field

here in California. And so it should be equivalent to
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t he gasoline right.
MR MARDLE  Ckay.

MR | MBRECHT: There shoul d be neither an

i ncentive or disincentive based upon taxation.
MR MARDLE: Ckay. The second question

| had regarded your statenent regarding extra credits

for early adopters. Were you referring to tax credits
or vehicle acquisition credits?
MR | MBRECHT: Vehicle acquisition

credits.

MR MARDLE: Ckay.

=

RODCGERS: Thanks very nuch for your
tine.

MR | MBRECHT: Thank you

MR RODCGERS: Qur next speaker, if he's
here, M. G eg Mlasek. Geg. Thank you

MR VLASEK: Thank you and good norni ng.

| am Geg VMasek. | amthe Executive
Director of the California Natural Gas Vehicle
Coalition. |I'mhere this norning speaking on behal f

of fifteen nenbers of our organization, as well as the

250 nmenbers of our national counterpart, the Natura
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Gas Vehicle Coalition in Washington, D.C. Qur nenbers
i ncl ude vehicle manufacturers, natural gas vehicle

conponent nmanufacturers, natural gas production,

transm ssion and distribution conpani es, educationa
institutions, environnental and non-profit

organi zations, federal, state, |ocal government

agenci es and fl eet operators.
The Coalitions are dedicated to delivering
t he econonic and environmental benefits of natural gas

to the transportation fuel market and to building a

permanent NGV i nfrastructure, including the
installation of fueling stations, manufacturing NGVs,
setting standards for our industry and providing the

necessary training for a sustainabl e market.

The purpose ny testinony today is to
express our Coalitions' continuing support for the

energy diversity goals enbodied in the Energy Policy

Act of 1992. | wll also share our perspectives on
the critical issues and actions that the Department
must undertake now to ensure our nation's economc

vitality and energy security in the 21st century and

beyond.

30



10

11

12

13

14

15

16

17

18

19

20

21

22

31

I will not use ny limted time today to
cite the many facts and statistics that support the

case for reducing our econom c dependence on non-

renewabl e foreign oil. These statistics have been
of fered before by many parties and will be presented

again in our witten comments by Novenber 5th. | also

will not address in any detail, although |I'd be happy
to answer your questions on the near-term prospects
for growth in the AFV availability or fueling

i nfrastructure.

| think we can all agree that the growth
for )) or excuse ne )) the growh that was envi si oned
by EPACT's framers is occurring at a distressingly

sl ow pace, well behind our technol ogi cal and

i ndustrial capability that woul d ot herwi se enabl e us
to nmeet EPACT's goals, the very goals that conprise

our standing national energy strategy. | believe very

strongly that there are nore fundanmental issues that
DOE, Congress and the American people nmust address to
secure our energy future.

The concerns that | ed Congress and

Presi dent Bush to enact EPACT in 1992, the first mgjor
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energy policy legislation in over fourteen years, are
havi ng an even greater destabilizing influence on our

econony today. W are rem nded continuously by world

events that our economic vitality is ever nore tied to
the reliability of oil inmports. Qur dependency

prom ses to continually worsen unl ess we nmake a

decisive conmitnent to realign our energy policy for
the future rather than relying on the parti al
solutions of the past. The statutory goals enacted by

Congress franed a necessary and appropriate approach

to reducing this country's dependency on foreign oil.
G hers have testified and | amcertain
will testify today, that alternative fuel vehicles are

an unecononic solution in virtually all applications,

and must not be subsidized on the backs of U S.
taxpayers. These statenents ignore the inbedded costs

of continued reliance on petrol eumfuels and

particularly petroleuminports. These inbedded costs
i nclude health expenditures related to urban air
pol lution, environmental mtigation, foreign energy

security measures and trade inbal ances that cost U S

j obs.
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The estimated cost to U S. taxpayers of
underwriting ongoing security exercises, environnental

cl ean-ups and ot her benefits essential to maintaining

the flow of inported oil vary widely. But it is
general |y agreed by studi ed observers to be at |east

$20 billion annually and could reach as high as a

hundred billion dollars per year or nore.
Clearly, Arerican consuners have
benefitted in sone respects fromour policy of relying

on unrestrained inmports of cheap oil, but they have

never had the benefit of know ng what the true
envi ronnental and security costs are, nor have they
had any real market alternative. Today, the

opportunity to cultivate a cl eaner, renewabl e energy

portfolio that hel ps revitalize our donestic econony
is at hand. DCE and Congress have an obligation to

the Anerican people to informthe public and to help

cultivate the nost prom sing choices for our energy
and environmental future.
Let ne state enphatically that our

i ndustry supports the use of incentives over mandates

to effect EPACT's policy goals. W believe that
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federal, state and | ocal governnent fleets, as well as
alternative fuel providers have a special role in

| eading the transportation sector to broader fuel

diversity. Private fleets and individuals, however
shoul d be of fered econonic incentives to seed their

gradual transition to driving AFVs. Donestic fuel

provi ders shoul d al so be provided incentives to
stimul ate production and distribution of domestic
fuels. These incentives could be offset with

di sincentives for unabated increases in petrol eum

i mports.
The fact remains that our nultinational
petrol eumindustry has earned and refined its

expertise in donestic and worl dwi de energy

distribution and marketing over 120 years. No one can
expect our national energy goals to be attained

wi t hout the support and constructive application of

that expertise to the inplenentation of EPACT. | nust
take this opportunity to recognize two major oi
conpani es, Anoco and Shell, for their recent

acknow edgenents of the market viability of natura

gas. The former was recently announced as a partner
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inthe first liquefied natural gas fueling station to
be built here in northern California. The latter has

recently opened two new CNG retail fueling sites in a

smal | but growi ng chain of Shell stations in southern
Cal i f orni a.

Bui | di ng upon such constructive

cooperation, we can devel op and execute a consensus
strategy for incentivizing energy diversification with
donestic fuels. Realistically, this diversification

can and shoul d be expected to neet a one to two

percent per year growh in transportation fuel denand,
rat her than displacing the existing demand for
pet rol eum

This strategy can, over tineg,

significantly reduce, if not elimnate, the growth of
our foreign oil dependence. And as gl obal market

devel opnents unfold, alternative fuels can eventually

reduce domestic and worl dwi de petrol eum consunption
rates. Indeed, in the final analysis, displacenent of
oil with renewable fuels is inevitable. The only real

question is whether it is in the United States' best

interests to begin an orderly diversification now or
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to let a continuing string of strategic crises or the
comng surge in world oil demand be the drivers

towards alternative fuels.

It is our belief that DCE can best execute
t he goal s of EPACT by collaborating with EPA the

Def ense Department, GAO and ot her experts to

accurately present to Congress and the American peopl e
the true cost per gallon or barrel of our foreign
pet rol eum dependence. Only then can we execute an

honest program of economc stinuli for domestic,

alternative and renewabl e fuel production. This needs
to happen now, not two, five, or ten years from now.
The report to Congress on the status of EPACT

i mpl ement ati on and consequent reconmendati ons

regardi ng i ncentives versus mandates, required by
EPACT Section 509, we believe should be undertaken

i mredi ately.

For the petroleumindustry to
constructively participate in this process would serve
their custoners and sharehol ders well, and woul d

ultimately make achi eving EPACT' s goal s a nuch easi er

task. Toward that end, | urge that industry today to
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join us in working with DOE, Congress and the
alternative fuels industry on a domestic incentive

programthat will diversity our transportation fue

m x and earn their investors a fair return, while
hel ping us to hit an energy hone run for the United

St at es.

Thank you for the opportunity to provide
that statenent today. |'d be happy to answer any
guestions you have.

MR RODCGERS: Thank you very much, G eg.

You mentioned the status of technol ogy, that in your
view technology is ready, and it's really other things
we need to focus on. Is it your experience,

especially here in California, that operators of

natural gas vehicles are finding the technology is
avail able and it meets their needs?

MR VLASEK: The technology in terns of

both vehicles and fueling facilities, is well
devel oped. It neets the nost stringent of the air
quality standards that are on the books, with the

exception of the zero enission vehicle. In fact we

are pronoting optional standards, em ssion standards,
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whi ch conpani es |i ke Honda, Ford, and so on, can
target their vehicles to get even nore | ow em ssions

credits in their mx of vehicles that they sell. And

t hose woul d be based on the ability of the natural gas
vehicl es to neet those standards.

The real issue regarding natural gas

vehi cl es and natural gas fueling infrastructure is
sinply the economes of scale. W don't have the ))
ei ther the demand or the volume yet to bring down the

costs to where we know they can be brought down and

made nore accessible to the transportation sector and
the driving public.
MR RODCGERS: Gkay. Thank you. Paul,

d ara?

MR MARDLE: Yes. Geg, you nentioned in
your testinony or statenent rather, that your group

favors incentives, both for vehicles and for refueling

infrastructure for natural gas vehicles and ot her
alternative fuel vehicles. Wre there any particul ar
incentive types you had in mnd? O was that

sonet hing you wanted to open a di al ogue with or what?

D d you have sonet hing specific in mnd?
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MR VLASEK: Well, certainly we want to
open a dialogue. | think nmy feelings in that regard

conport with Chairman Inbrecht's. And that is first

we need to take a very close and honest | ook at the ))
what the level of incentive needs to be to really

level the playing field with inported petrol eum

A cl ose exani nation of the incentives that
are not necessarily captured in the price of petrol eum
i's needed before we can determ ne what kind of

incentive is fair. Subsequent to that, we would |ike

to see dollar value incentives, either for
infrastructure i nvestnents, or for investnments in the
vehicles. And again, there is conceivably ways that

you coul d offset those by disincentives for petrol eum

i nportation, be above a certain threshold |evel that
woul d al so be established or shoul d be established.

So | can't give you a whole | ot of detai

on howit would work. But the type of things, the
incentives that are already in EPACT, taken a step
further, | think basically is what we're | ooking for

what we think is fair. Thank you.

MR MARDLE: GCkay. Thank you
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MR RODCGERS: Thank you very much. Qur
next speak is Mary WI son

| just want to advise folks, you're

wel cone to stay after you give your statement. W'd
| ove to have you here, listen all norning, but you

don't have to. And we will be trying to stick to the

agenda, so that if you need to | eave the roomfor sone
reason and come back, don't worry, we'll still get to
you.

CGo ahead, Mary. Thank you

M5. WLSON: Good norning. M nane is
Mary Wlson and |' mthe Fleet Fuel Manager for J.E
DeWtt, Incorporated. W are a petroleumdistributor

located in South El Mnte, just east of Los Angeles in

the south Coast Air Basin, and an active nenber of
Cl OVA and PMAA.  For the last 50 years, J.E. DeWtt

has nmarketed a variety of petrol eum products to

commercial, industrial and retail accounts, ranging
frombul k fuel to lubricants and greases.
J.E. DeWtt is a famly business started

by ny grandfather in 1945. W count anong our

extended corporate famly our 40 enpl oyees, and the
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famlies they support in turn with their J.E DeWtt
paychecks. Your proposed alternative fuel fleet

mandate is not only a direct threat to our famly, but

to our custoners and the many fam lies who depend on
our industry for their livelihoods.

| want to nmake one thing clear fromthe

outset. W believe in the free market and we believe
i n consuner choice. CQur conmpany has been conpeting
with and participating in the alternative fuel market

for quite sonme time now and do not begrudge an honest

| oss of business resulting fromhonest conpetition.
If a custoner believes that a different fuel better
meets his specific needs at a price he can afford, so

be it. Such a scenario only inspires us to search for

ways we can inprove our product, our prices and our
cust oner services.

Your requirement that |ocal governments

and private businesses nust buy alternative fue
vehicles is not about fair conmpetition. It's not
about what's best for cities or counties or school

districts or nmomand-pop stores or big corporations.

It's about stacking the deck in favor of certain
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t echnol ogi es whi ch have been unable to attract
custoners on their owm nerits. Above all, it wastes

scarce dol | ars.

By creating a guaranteed narket for
alternative fuel vehicles, you elimnate any incentive

to make them better, cheaper or nore acceptable to the

end user. Wy should they? They'll be able to sel
them anyway. At the sane time, you will force
t axpayers, businesses and consuners to spend nore than

they ordinarily would on notor vehicles, thus cutting

their budgets for vital public services, payrolls,
capital investnents, and the purchase of other goods
and servi ces.

| fail to see how this can possibly be

good for our econony. In the long run alternative
fuel vehicle manufacturers are going to have to

conpete with real custoners at their real prices.

W have no phil osophi cal opposition to
alternative fuels, provided they are devel oped,
mar ket ed and sold via the voluntary investnent of

venture capitalists, or purchased willingly by

customers who buy them without the hel p of government
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mandat es or subsidi es and |I' m speaki ng from
experi ence.

In the late 1970s and early '80s, with the

hel p of government tax subsidies, J.E DeWtt took a
corporate ganble on alternative fuels when we invested

heavily in gasohol. This calculated risk was

undertaken after |engthy research and consi deration
and with a substantial outlay of our own capital, nost
of which we did not recover when the product failed to

take off. Wien the subsidies dimnished, so did the

products' market. And to this day, we still have
cases of unused gasohol decal s and bunper stickers in
our war ehouse.

My point is this, the government coul d not

guarantee a market for gasohol then, and they cannot
guarantee a market for alternative fuels now, anynore

than there is a guarantee that ny custoners will

continue to buy our petrol eumproducts if somnething
better comes al ong.
In contrast, petroleum nmarketers answered

anot her mar ket pl ace need on their own with much

success. Wien California tightened its environmental
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regul ati ons concerning fuel storage, many of our
customrers found they could no I onger afford to

maintain their own private tanks. So the petrol eum

distributors got together and created comercia
fueling networks for our custoners' fleets. J.E

DeWtt currently owns seven sites in a network of over

800 such stations.
W invested our own noney on this and did
not receive any industry-specific tax breaks or

subsidies to help us out. This is howit should be,

since we'd be the ones profiting fromthe fuel dollars
at those stations. |If we wanted to sell our product,
it was up to us to take responsibility for the product

delivery system It should be no different for the

producers of alternative fuels and alternative fue
vehicles. |If they expect to sell their products, they

should be wiling to invest sharehol der noney to create

a distribution systemthat will support those
products. There is absolutely no justification for
taxpayers to foot the bill for public AFV refueling

stations.

J.E. DeWtt does not own enough vehicles
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to be subject to your proposed AFV purchase quota, but
our custoners do. This nmandate anounts to nothing

nmore than governnent - sanctioned theft of business and

revenues whi ch we have worked over 50 years to build.
And it doesn't stop there. There will be a wide

ripple effect. |If conpanies are mandated to spend

nmore noney on cars and trucks, they will have | ess
nmoney to support their payrolls and jobs will be |ost.
If they attenpt to recover this higher vehicle cost by

passing it along to their custonmers in the form of

hi gher prices, fewer people will buy, or they wll buy
| ess, and again, revenues will decline and jobs wll
be | ost.

The sane principle applies to the public

sector. |f local governnents have to pay higher
prices for AFVs to replace the presently good

conventional vehicles they have al ready purchased or

woul d have purchased in the future, there's | ess noney
for other prograns. And that neans |aying off of
firefighters, law enforcenent officers and health care

workers. O raising taxes, which doesn't seemto be

popul ar or viable these days.
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You can't just walk into this state, or
any other for that matter, and force a conplete

upheaval of our purchasi ng decisions and our econony

without leaving a trail of devastation in your wake.
If you adopt this rule, you'll be taking food out of

our nmout hs and security away fromour famlies.

| sincerely hope you'll think twi ce before
proceedi ng further.
MR RODCGERS: Thank you very much. | did

have one question. In the Energy Policy Act, the

goal s of displacing petroleummnake it clear that in
addition to looking at alternative fuels that are used
directly in vehicles, we can also | ook to those non-

petrol eum products that are used in notor fuel, such

as the oxygenates or other products that go into
reformul ated gasoline. | was just wondering if you

have had any experience nmarketing those reformlated

gasol ine products here in the California and if you
think that that approach might be better, in your
eyes, than pronoting alternative fuel vehicles, for

trying to reduce oil inports.

M5. WLSON: Yeah. At this point | really
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can't comrent on the oxygenates, but |'msure there
wi Il probably be someone el se who will be speaking.

Ckay.

MR RODCGERS: Ckay. Thank you. Any
questions?

MR MARDLE: Yes, | just have one

questi on.
M5. WLSON: Yes. Ckay.
MR MARDLE: And | don't want you to

general i ze to other petrol eum nmarketers, but in your

situation, if for instance one of these alternative
fuel s becane a market success on its own, would
conpani es |ike yourself go into distributing those

fuels as well or would it depend on the fuel?

M5. WLSON: It woul d depend on the fue
and the viability and the infrastructure, which as of

now t here would be no reason and there's no )) we

don't see anything standing out above the rest for us
to put any capital into anything right now, other than
our convention petrol eum products.

MR MARDLE: Ckay.

M5. CHUN. Working in the conventiona
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petrol eum products industry, do you think that it is
feasible for an alternative fuel to actually succeed

ina mrket that is, at the nonent, significantly

entrenched by the petrol eumindustry?
M5. WLSON: | think it's entrenched by

conventional petroleumfor a reason. And as | said,

if ny custoners start purchasing other products

because they find it better neets their needs, then

that will be their choice, and it won't be nmandated to

t hem

MR RODCGERS: Thank you very much for
taking the time to comrent.
M5. WLSON: Thank you.

MR RODCGERS: Qur next speaker, Tom

Aust i n.

MR AUSTIN. Good norning. My nanme is Tom

Austin. | ama Senior Partner at Sierra Research, a

firmthat specializes in air pollution-rel ated
research and regulatory issues. From 1975 to 1981 |
was with the California Air Resources Board where |

served as Executive Officer and prior to comng to

California, | worked for the Environnental Protection
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Agency's | aboratory in Ann Arbor, M chigan, where
was responsible for vehicle testing and technol ogy

assessnent. Throughout ny work at EPA, the Ar

Resources Board, and Sierra Research, | participated
in nunerous studies of the effects of alternative

fuel s on vehicl e em ssi ons.

The principal point 1'd like to nmake today
is that requiring private and | ocal governnent fleets
to participate in the alternative fuel vehicle program

will entail trenendous additional costs in California

and nationally, with no significant benefit to air
quality.
In 1975, under sponsorship of the Wstern

St at es Petrol eum Associ ati on, whom | am representing

today, our firmconducted an anal ysis of the cost
i npact of the alternative fuel conversion programin

California as nmandated by EPACT. Based on sal es

estimates that were reported by the Departnent of
Energy, we were able to estinate the nunber of
alternative fuel vehicles that would have to be

purchased in California over the period 1993 to 2010.

Qur survey of fleet operators resulted in estinates
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that there would be approximately 1,000 el ectric
vehi cl es purchased, but the vast mgjority of the

alternative fuel vehicles would be fuel ed by

conpressed natural gas.
W estimated the average increnental cost

of ONG powered vehicles at $4,000 which represented a

50-50 split between CEM produced vehicles and
conversions. | understand that currently you can
purchase a CNG vehicle for less than that but it's

because of subsidies that are being provided by the

car conpani es.
As recently as yesterday, based on
di scussions we had with Ford Motor Conpany, there is

no intention for those subsidies to be continued

indefinitely.
The increnental costs that we estimated

for electrical vehicle was $14, 600, which was again

based on a 50-50 split between purpose-built and
converted conventional vehicles and we did a fairly
detail ed study of those costs under the sponsorship of

t he American Autonobil e Manufacturers Associ ati on

Table 1 of ny witten statenent summaries
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the cost for vehicle price increases that we
associ ated with the current program and the proposed

expansi on of the program

For federal and state fleets and f uel
providers, we are estimating that a total of 268, 500

natural gas vehicles and 1,000 electric vehicles would

be required over the 1993 to 2010 period. By
expandi ng the scope of the programto include | ocal
governnent and private fleets, the nunber of vehicles

required in California approaches one mllion and our

estimate is that the increase in purchase price for
t hese vehicles over that period, will be about 3.8
billion dollars.

There is also infrastructure costs

associated with the alternatively fueled vehicle fleet
mandate. W estimated the cost of new refueling

stations for state, federal and fuel provider fleets

at $154 mllion over the 1993 to 2010 time period.
And if local governnment and private fleets are
i ncluded, we estinmated an additional $263 nmillion in

refueling stations costs would be added, for a total

infrastructure of about $416 million. These costs are
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based on the assunption that a typical fleet-size

station will serve 305 vehicles and cost about

$400, 000 which we think is a conservative assunption

There is also a loss in fuel tax revenue
to the state associated with the program W' ve

estimated that when adjusted for the energy content,

the lost revenues anmobunt to $129 nillion at the
federal |evel under the existing program and they
woul d increase to $187 mllion through 2010 if |oca

governnent and private fleets are added. Lost state

revenues we estimated at $136 million under the

existing program increasing to $194 mllion with

expansi on of the program The total federal and state

fuel tax revenues that would be | ost we estinated to

be as much as $380 nmillion from1993 to 2010 if al
five types of fleets end up being included.

There is a second table in ny witten

statenent, which sumrari zes the effect of all of the

cost categories that we considered. The total cost to

Cal i fornia under the existing program affecting

federal, state and fuel providers is estinmated to be

just over $1.5 billion. And adding |ocal governnent
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and private fleets, the total cost in the California
is projected to increase to $4.6 billion. At the

national |evel, we'd expect the total cost to be about

six tinmes higher.
Regarding air quality benefits, despite

the fact that there are large costs associated with

the fleet conversion program we don't believe there
will be any significant benefits in terns of air
quality.

In California and nationally as well,

em ssions fromnew vehicles are deternmined by the
standards to which they're certified. Wile natura
gas fuel ed engines tend to produce | ower em ssions

t han gasol i ne fuel ed engi nes, vehicle manufacturers

will use this advantage to neet the sane standards
that apply to gasoline powered vehicles with slightly

| ess expensive control systens. For exanple, a

manuf act urer may decide to use conpressed natural gas
to power a vehicle designed to neet California's
U tra-Low Em ssion Vehicle standard wit hout the use of

an electrically heated catal yst. But by using an

electrically heated catal yst technol ogy, a gasoline-
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power ed vehicle coul d achi eve the same standard.
The | ack of emission benefits for

alternative fuel vehicles also applies in cases where

t he exhaust of the vehicle has a | ower reactivity.
The California regulations give credit for |ower

reactivity and allow vehicles with [ower reactivity

exhaust to emt a higher nmass of em ssions. Even in
cases where a manufacturer doesn't take advantage of
the opportunity to emt higher emssions with

relatively | ow exhaust reactivity, there are credits

that are accunul ated that can be transferred to ot her
nmodel s or traded to other manufacturers. These
credits will be not be used to reduce overal

pol lution, but will instead be consurmed or used to

of fset hi gher em ssions from other vehicles.
In conclusion, the existing formof the

alternatively fuel ed vehicle conversion programis

extrenely expensive, $1.5 billion estimated costs in
California through 2010, and it's resulting iin no
significant em ssion benefits. |If it is expanded to

cover |ocal government and private fleets, the cost

will rise to nearly $4.6 billion and bring no



10

11

12

13

14

15

16

17

18

19

20

21

22

55

additional benefits in terns of air quality.
Thank you for your attention. |'d be

pl eased to respond to any questions.

MR RODCGERS: Thank you very much. This
is avery good summary. Is it possible for us to

obtain the full analysis? There's a |ot of

interesting fleet nunbers here that are different than
sone of the nunbers that we have generated. It mght
be hel pful to conpare those.

MR AUSTIN. |'d be happy to provide it.

As recently as yesterday, | went through the
information we collected fromDCOE two years ago, which
is what this analysis is based on, to confirmthat the

nunbers |1'd be presenting today were consistent with

the information we collected at that tine.
MR RODCGERS: Gkay. It would be very

hel pful if you could provide that.

The other question | was going to ask was,
did your analysis cover any of the energy security
benefits of the alternative fuel prograns, in addition

to the air quality issues?

MR AUSTIN. W did not attenpt to address
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what is often referred to as the energy security
i ssue.

MR RODCGERS: Gkay. Gkay. Thank you very

much. Questions?
MR MARDLE: Yes. Tom a couple of

questions. | notice in the first page you' re assum ng

an increnental cost of $4,000 for a CNG vehicle.
MR AUSTIN. Right, right.
MR MARDLE: And | notice that table only

has CNG vehicles. So you're just assuming all CNG

other than the EVs. |Is that ))
MR AUSTIN. Yeah. Based on the fleet
survey we did, there was some expression of interest

in other vehicles. But so much of it was CNG t hat we

decided to sinplify the analysis, by assunming it was
essentially all CNG except for those 1,000 electric

vehi cl es.

MR MARDLE: Ckay. Now, was the fourth
) nowthis is for 1993 through 2010.
MR AUSTIN  Correct.

MR MARDLE: Was that $4, 000 increnental

cost held constant throughout that tine franme?
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MR AUSTIN Yes, it was.
MR MARDLE: So there is no recognition

or belief that if, as these vehicle production rates

went up, that there woul dn't be any change in the
i ncremental cost of CNG vehicle.

MR AUSTIN It's a belief, rather than

the lack of recognition.
MR MARDLE: Ckay. Okay. Let's see. n
the infrastructure costs, and let me try to explain

this. Is this )) this is not net infrastructure

costs. |In other words, since we have a nmarket here
that's growing, you did not try to net out any
infrastructure costs that the petrol eumindustry would

incur over that time frane, that instead of being

invested in petroleuminfrastructure, it's invested in
CNG i nfrastructure.

MR AUSTIN Wien we did our interview

with fleet operators, the inpression we got is that
they woul d end up having to nake this |evel of
investrment in new infrastructure and that there wasn't

going to be any significant benefit associated with

netting out expansion that was planned for. Because
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I think quite frankly what nost of themtold us, that
there wasn't substantial expansion in their fleet size

pl anned over this period.

MR MARDLE: Ckay. So you're |ooking at
this as kind of a duplicative type investnent?

MR AUSTIN  Yes, yes.

MR MARDLE: Ckay. Lastly, | noticed
that you have the infrastructure cost and the
i ncremental vehicle cost, but | don't see anything on

operating costs. Now CNG in many places, it's priced

| ower than gasoline. Was there any attenpt to net out
t hat perhaps operating cost savi ngs?
MR AUSTIN W did not. W tried to

collect information on that. W got inconsistent

answers. But when we try to put it in perspective,
let's assunme for the sake of argunent, that the CNG

were avail able at one-half of the true cost of

gasoline on a BTU basis. Wthout accounting for the
time val ue of noney, which would be significant over
the life of these vehicles, that would tend to reduce

the operating cost of the vehicle by something in the

nei ghbor hood of $1,000 over a ten year, 100,000 mle,
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vehicle lifetine. Wich was relatively small conpared
to the increase in purchase price, which was an

upfront cost.

MR MARDLE: Ckay. | think |I have one
more, then | think we can nove on. It involves the

envi ronnental benefits. Now you assuned that these

were ULEV vehicles, so that the CNG vehicle )) | nean
you' re conparing a CNG vehicle versus a )) ONG ULEV
versus a gasoline ULEV. So you're )) | guess you're

sayi ng that because they're both ULEVs, there is no

real big environnental benefit. D d you factor in
per haps evaporative em ssion benefits on the CNG side?
MR AUSTIN. W did an anal ysis that

| ooked at the theoretical differences in refueling and

evaporative em ssion for CNG vehicles conpared to
gasoline vehicles. And arguably there would be sone

benefit associated with CNG when you account for those

ki nd of changes. W chose not to address that for a
variety of reasons. One reason is that not all of
t hese vehicles are going to be CEMvehicles. And the

experience in existing fleet operations, in our

experience in this regard, is focused on what we have
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| earned frombeing involved in the vehicle inspection
programin British Colunbia. The experience there is

that the ONG vehicles, the alternatively fuel ed

vehicles in general are higher emtters than the
gasoline vehicles that they replaced. Because they

don't have CEM systens, they haven't been desi gned

with the degree of reliability that people expect
today fromgasoline fuel cars
And so when we | ooked at the data that

were available at the tinme, it would show a net

increase in emssion for alternatively fuel ed
vehicles. W're assuming there will be some of that
in the future. There may be some of fset associ ated

with [ower refueling em ssions and we considered it a

wash for the purposes of this analysis.
MR MARDLE: But on the CEM vehicl es,

your judgnent is that you won't get that effect? Like

when you're referring to like a converted vehicl e?
MR AUSTIN W believe the CEM CNG
vehicles are likely to have | ower refueling em ssions.

But in doing the analysis, we ended up concl udi ng that

the em ssion factors that are conmmonly used for the
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gasoline vehicles aren't right. They exaggerate the
true refueling em ssions associated with gasoline

vehi cl es, given the technology that's on the cars

today and the systens that are used at California
service stations.

MR MARDLE: Ckay. Thanks. | appreciate

t hat .
MR RCDGERS: dara.
M5. CHUN. Two questions. Do you )) can

we get sone information on that data about the

exagger at ed em ssi ons of gasoline vehicles?
MR AUSTIN. Yeah. | can provide you
sonet hing on that.

M5. CHUN. And then secondly, in terns of

air quality, obtaining air quality benefits, would you
suggest that there is a role for the government to

encourage the use of technol ogi es, such as

electrically heated catal ysts for gasoline UEV
engi nes?
MR AUSTIN. Definitely not. | nean

that's a decision that | think is appropriately made

in the marketplace. And any time you end up second-
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guessing what's going to end up becom ng the w nning
t echnol ogy, you often push people down a path that's

not optinmum either in terns of enissions control or

interms of cost. And cost is really inportant when
you' re tal ki ng about vehicle em ssions. Because the

nmost inmportant thing we're doing in California today

is turning the fleet over. And to the extent that
there is a government nandate that says certain new
cars are going to cost nore, that suppresses fl eet

t ur nover.

And even though theoretically these nore
expensi ve new cars nmay | ook very clean, relative to
new gasoline vehicles, if they cost nore, they

suppress fleet turnover and the net effect is higher

em ssi ons.
M5. CHUN. So the hope is basically to

wait for continued fleet turnover, so that increased

use of these newer technologies will eventually be
brought into the fleets. 1Is that ))
MR AUSTIN. It's not a question of

waiting for it, | nmean that's a fact of life. That's

what causes the air to get cleaner, is turning over
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the fleet. It's also a fact that the fleet is not
turning over as rapidly today as it was 15 years ago.

And there have been a | ot of studies done that show

that the reason it's not turning over as fast is that
cars cost nore, relative to what they used to 15 years

ago, for a variety of reasons. |It's a tradeoff that's

usual ly ignored in anal yses of how a new vehicle with
an alternatively fuel ed systemconpares to the
em ssions of a new vehicle with gasoline. |f you

don't factor in the cost, you mss the effects of

fleet turnover, which ends up being very critical.
MR RODCGERS: (One last question for you
and thank you for your time. How would your analysis

change if you included flexible fuel alcohol vehicles

that have very little increnental cost and very little
i nfrastructure devel opment costs?

MR AUSTIN. The mai n change woul d be t hat

we would end up estimating em ssions to be
substantially higher. Al of the experience that we
have seen, what's really happening on the ground, is

you don't find FFVs being run on methanol nost of the

time or if they are being used, if they are using
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met hanol , they don't use it all of the time. And when
you switch back and forth between mnet hanol and

gasoline, that will happen, em ssions go up

dramatically. The read vapor pressure of nethanol is
relatively low, MB5 is relatively low, the read vapor

pressure of California phase two gasoline is

relatively low. Wen you mx the two together, the
vapor pressure of the mx is higher than either fuel
separately and the em ssions fromthe cars go up

dramatically. And that's what's happeni ng today and

it's not being accounted for.
MR RCDCGERS: Wat about the cost of the
program using the )) what woul d be the inpact of

i ncluding FFVs on the cost of the progran®

MR AUSTIN The data we col |l ected woul d
indicate that fuel costs would certainly be higher and

woul d be a factor that woul d have to considered. The

cost of the vehicles would clearly be | ower.
MR RODCGERS: Ckay.
MR AUSTIN. A relatively nodest prem um

to conpared to what you'd be paying for CNG

MR RODCGERS: Gkay. Thank you very much.
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MR AUSTIN.  You're wel cone.
MR RODCGERS: Qur next speaker is M. Ray

Lew s.

MR LEWS:. Thank you. It's interesting
to follow Tomin position. Many of the statenents

t hat Tom nade about the more expensive vehicles and

your question, and let's discuss the nethanol side
after we hear at |east another view of the nethanol,
thank you also for comng to California where a | ot of

this got started. There has been a | ot of progress

made out here and it's inportant to get the views of
the people who really got it started in California and
| always have an honor to come back from Washi ngton to

do that.

I'mRay Lewis. |'mPresident of the
American Methanol Institute. W serve the trade

associ ation for the nethanol industry and work for

bot h net hanol as an alternative fuel for vehicles,
al so a conponent for oxygenated and refornul ated
gasol i ne.

Today, methanol is primarily made from

natural gas and carbon dioxide. In fact, nethanol
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producers throughout the United States used 194
trillion BTUs of donmestic natural gas in "95. It can

al so be made froma variety of renewabl e feedstocks,

muni ci pal solid waste and even bi onass crops.
I n 1995, nethanol production capacity from

17 plants in eight states 2.2 billion gallons. These

pl ants supplied three-quarters of the U S. demand.
The remai ning supply com ng nostly from Canada with
over a high )) places like Trinidad, Venezuela, Chile,

got all but the remaining two percent.

The | argest market for nethanol in the
US by far is production of MIBE. Probably tw ce the
next | argest use of nethanol. The energy information

agency estinmated 3.3 billion gallons of MIBE will be

bl ended into clean-burning reformul ated gasoline this
year, requiring over 1.3 billion gallons of nethanol

MIBE i s the nost widely used oxygenate in

reformul ated gasoline, and is considered a repl acenent
fuel under EPACT. In assessing the ability of
alternative fuels to nmeet the year 2000 goal s of

di splacing ten percent of the gasoline, the DCE

estimated that oxygenates would provide nearly half of
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t he volunme of these repl acenent fuels.
Fromthis perspective, methanol industry

is already making the largest contribution to

achi eving the goal s of EPACT.
As an aside, we have this successf ul

mar ket today and it's been wel | -docunmented by ARCO G |

and others, as a direct result of California
encouragi ng the use of MB5 and the oil conpanies'
perception that this was a conpetitive fuel and

therefore voluntarily in California agreeing to cl ean

up their gasoline.
The focus of today's hearings is centered
on what we refer to as neat fuel applications. Since

t he m d-1980s net hanol has been used as an alternative

fuel in cars and buses across the country. But for
met hanol it all began right here in California.

As is the case with a host of energy and

environnental issues, California has been the | eader
i n devel opi ng and pronoting the use of alternative
fuel technol ogies. The MB5 flexible fuel vehicle was

proven out here first in California. Al though we have

to credit many in Detroit and other places, including

67



10

11

12

13

14

15

16

17

18

19

20

21

22

68

the EV on the street, the FFV on the street.
California and DOE's interest in

devel oping alternative fuel s has al ways been two-fold,

cleaner air and inproving our energy security.
Met hanol neets both of these criteria. Methanol fuels

do burn cleaner and in the future even cl eaner yet,

and as | have pointed out, methanol is predom nantly
a North American non-petrol eum fuel .
Today in California over 13,000 nethanol

FFVs serve in federal, state, nunicipal government

fleets, corporate fleets, rental car fleets, and are
driven by hundreds of individual consumers.
Recently, the Ford Mdtor Conpany announced

that it would be selling its 1997 Taurus flexible fuel

vehicle with a discounted price of $345 less than the
conpar abl e gasol i ne powered Taurus. Interesting to

put that in context with what it would do with fl eet

turnovers and other things, as we get a fleet of
vehicl es on the road capabl e of running on alternative
fuel for the next time we have a crisis in the

country.

Fl eet vehicles, no | onger have to come up
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with the extra cash, they actually get an incentive in
that case fromthe free market.

To serve the nethanol vehicles in

California, an extensive network of 60 public nethanol
refueling stations stretches fromLos Angeles to

Sacranento, includes stations in Yosente Nationa

Park. This nethanol fueling infrastructure was
established by the California Energy Conmmi ssion, in
cooperation with the state's major gasoline retailer

In addition, nore than 50 private fueling stations are

operated in California by individual fleet operators.
Qutside of California, there is an
additional 40 fueling stations located in 14 states

and Canada. Not adequate but a good start. Methanol

fueling stations are relatively inexpensive to build
and operate. A bel ow ground conventional tank and

fueling systemcan be installed for about $50, 000,

virtually the same as a gasoline station. Many fleet
operators may prefer to install above-ground, at a
cost of about $20,000. California has enacted a

policy that allows )) requires people when they're

replacing their underground tanks to have at |east one
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of those tanks nethanol conpatible. For those tanks,
no nore than about $5,000 is required to nake that

met hanol conpati bl e.

As a representative of the nethanol
i ndustry, the central question here is, will there be

adequate infrastructure in place between now and 2010

to serve the several mllion alternative fuel vehicles
that coul d be needed to nmeet EPACT goal s?
The DCE assessnent concl uded that et hano

and propane appear to be the nost economc fuels in

its equal -tax case. Accounting for sone 2.3 mllion
barrel s per day, or nore than 85 percent of the total
use of alternative fuels. That's a tall order.

From a supply perspective, the methanol

i ndustry has proven with the refornul ated gasoline
programthat we can quickly gear up to neet |arge new

markets. Reformul ated gasoline today costs no nore

than two to three cents nore than conventi ona
gasoline at the punp. On the distribution side, the
infrastructure costs for al cohol fuels, |ike nmethanol

are the | east expensive of the alternative fuels. As

stated, we can build themfor about $50,000, conpared
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to say $250,000 to $500, 000, which is about consi stent
with what you heard earlier, for a conpressed natura

gas station. As we learned in California, the best

way to build nethanol fueling stations is a
partnershi p between governnent, the gasoline retailers

and the met hanol producers.

Thi s experience should be used to serve in
a national nodel. It all boils down to the question
of priorities. For exanple, is it nore effective to

protect a continuing flow of inported oil, which

produces an annual trade deficit of $65 billion,
rather than investing in alternative fuels that can be
produced i n Texas, Cklahonma, Louisiana and even

California?

Fl exi bl e fuel technology is proven. W
know how to build the stations at a nodest cost and

the proof is in the fueling station nmanual, as

provided by the California Energy Comm ssion. |'ll
make this manual available for you and we can nake
others available if you need them

If we are serious about encouraging the

adoption of alternative fuels, the country must do
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nmore than require that certain fleets purchase the
alternative fuel vehicles to achieve the EPACT goal of

30 percent in 2010. W nust all do nore.

One of the ways public policy needs to be
redirected is to encourage the expansi on of

alternative fuels to fix the inequitable tax treatnent

t hat penalizes many of the natural gas based fuels.
At the punp, a gallon of gasoline has a federal excise
tax of roughly 18.4 cents. (On an energy equival ent

basis, a gallon of nmethanol is taxed at 23. 14.

On the other hand, conpressed natural gas
enjoys a federal tax of about 5.8 cents. |If the goa
is to stimulate a market for domestic natural gas, the

met hanol industry is already one of the |argest

custormers of gas. As a fuel, methanol can be
considered a liquefied natural gas that is available

at anbi ent tenperature and pressure.

If the DCE is |ooking for incentives to
stimul ate the adoption of alternative fuels, support
for a nore rational tax policy would be a big step in

the right direction.

Here in California, the mleage equival ent
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price of gasoline at the MB5 punp is well within the
rage of some regular and bel ow the cost of premnm um

although it is a prem umoctane and prem um

envi ronnent al f uel
For the fleet operator, there is a slight

i ncremental cost associated with buying the fuel.

However, the share of the increnental cost is the
hi gher excise tax charged. A nore rational tax policy
woul d reduce that increnmental cost.

Wth sonme alternative fuel vehicles, fleet

operators often see higher increnental costs. They
may have to pay extra for vehicles, fueling
infrastructure, garage facility nodifications,

training and the fuel itself. These are the barriers

to adoption they face. Many of the federal and state
progranms have been devel oped to overcone these

hurdl es.

O the vehicle side, the nmethanol Taurus
actually costs less as we said. W are actively
engaged with automakers to encourage a broader |ine of

cars, vans, and trucks. A further consideration for

fleet operators is a vehicle' s resale value. Unlike
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sone alternatives, nethanol FFVs retain their resale
val ue.

In terns of infrastructure, nethano

fueling stations have a very nodest price tag. A
nmodest, but fuel neutral, federal investnent to

stinmul ate the construction of alternative fue

stations would get a big bang for the buck with
et hanol
To make fueling with alternative fuels

easier, AM is co-sponsoring a project with the

Cal i fornia Energy Conmm ssion and the Society of
Aut onoti ve Engi neers to denonstrate innovative
technology to control msfueling. This radio-

frequency identification process would ensure that

only methanol vehicles can fill up at a methanol punp,
wi t hout the consuner having to be inconveni enced.

This will go a long ways towards overcom ng sone of

the barriers to the utilization and get some
reliability in the system and it could be used for
other liquid alternative fuels al so

There are no changes required for garage

facilities housing of the vehicles. The increnental
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costs associ ated with nethanol fuels can be reduced
with a nore rational policy as we said earlier. 1In

addition, many state tax incentives tax methano

grossly unfairly and addressing these inequities would
be very, very inportant.

One fleet operator that has recogni zed the

benefits of methanol is Ashland Chem cal, which has
voluntarily began to replace their entire fleet. They
will within two years have their full fleet of

met hanol, a full fleet of cars in California operating

on et hanol
Looki ng toward the future, a good deal of
work is centered here in California to devel op the

direct nethanol fuel cell. And the infrastructure

we' re tal king about today for MB5 and MLOO is crucial
to being able to make the transition to even nore

econom ¢ and nore environmental ly friendly technol ogy

in the future. Mthanol is an excellent hydrogen
carrier that is viewed by many as an ideal fuel source
for fuel cells. W are very optimstic that a good

share of the 100,000 electric vehicles required for

sale in 2003 could be powered by nethanol in the very
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near future.
I n conclusion, to achi eve the goal s of

EPACT, we have to nake alternative fuels nore

attractive economcally. Not just for fleet
operators, but for everyone who drives a car, bus or

truck. The nethanol industry stands ready to assist,

but we need the federal governnent to do its share
too. Establishing a tax policy, as we said, fuel
neutral support for infrastructure and vehicle

devel opnent woul d provi de needed incentives to

stimulate this progress.
Utinmately, the expansion of alternative
fuel use will only happen if both the buyer and the

sel l er perceive and see real econonic benefits. To

achieve this, in the near future alternative fuels
need to be incentivized, not nerely mandated. To

achi eve the societal benefits of inproved air quality

and energy diversity, those pioneers putting
alternative fuel vehicles on the street should receive
our joint support.

Thank you.

MR RODCGERS: Thank you very much. You
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ment i oned sonet hi ng about the fuel cell and a fuel
cell to nmy know edge, has fuel econony advantages and

greenhouse gas reduction advantages. And that the M85

infrastructure that is here in California and that
woul d be needed to support alternative fuel vehicles,

could help build an infrastructure that coul d support

a fuel cell in the future. And | guess in that sense,
I was wondering, do you consider the costs of
i mpl ementi ng the FE prograns, al nost as an i nvestment

in an infrastructure to support a future

transportation systemthat mght be run on fuel cells?
MR LEWS:. W see investnent in the FFV
vehicle, which is a negative investnent, benefit the

i nvestment by the auto conpani es, but nuch of that has

been done. W see the investnent in the stations as
an insurance policy, in case we have a ngjor Ooi

crisis. But it's an investnent for the future to

begin the transition to the fuel cell, which everyone
has identified just about, will be in the future mx
of vehicles but for the infrastructure problem W

have been )) we have heard vehicl e manufacturers say

within the last few days, that the infrastructure is
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the only thing keeping themfromgoing forward with
the direct nethanol fuel cell in commercial vehicles

and that's an exciting opportunity.

W have got to sonehow get the tax, the
i ncentive prograns, et cetera, to encourage products

whi ch have a higher )) a |ower or a conparable

infrastructure structure cost. W now have a
situation where the | ow vari abl e cost of sone fuels,
but the very high capital cost is being incentivized

on the capital side, but in our case where we don't

have the high capital cost, but we do have a vari abl e
cost problem because of the | ess than optim zed
flexi ble vehicle, we have no mechani sm what soever to

benefit that. So it's not a bal anced program

MR RODCGERS: In that regard you nenti oned
tax parity, which I've heard a | ot about here this

nmorni ng, woul d that be one way to address the fue

i ncentives, to get people to use the alternative fue
once they have the vehicle?
MR LEWS: W feel strongly that al

natural gas derived fuels should be taxes equally.

There are four today, natural gas, conpressed; natura
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gas in a very cold state and |iquefied; natural gas
conponents, called propane; and natural gas w th one

oxygen added to it, called methanol. Those are al

natural gas in various forns and are all taxed in
great disparity. And we would like to see all those

taxes taxed at the sanme rate on an energy equival ent

basi s.
Now energy equivalent to what? If you
want to nove the program qui cker, then you nake then

energy equivalent to CNGtoday. |If you want to nove

t he program nore nodestly, you nake then at worst,
energy equi val ent to gasoline and today many of the
taxes are actually a disincentive and are taxed higher

than gasoline. But by doing that, we don't get into

a situation where we have a loser in the field,
commercial, that we can't let go of because jobs woul d

be lost and i nvestnents would be | ost, et cetera.

Because the market woul d determ ne which of the
al ternatives penetrates, rather than a government
pr ogr am

MR RODGERS: Paul .

MR MARDLE: Yes. Ray, | have one
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question regardi ng your statenent on a fuel neutra
federal investnent to stimulate construction of al

fuel )) refueling facilities. | guess you're

advocati ng sonet hi ng nore than what we have on the
books now, which is the tax deduction for alternative

fuel refueling infrastructure. And also |I'mnot sure,

are you talking like a tax credit, sonething al ong
those |ines?
MR LEWS: Wll, we think that the tax

benefit that is tied to the increnmental extra costs,

benefits only sone of the fuels and certainly gives no
benefit to others.
W actually thought we were coning forward

with a programthat had a tax benefit for all

alternatives. But at the last mnute the changes in
the legislation, it ended up bei ng based on

i ncremental costs. Wich sounds | ogical when you

think about, well, if it doesn't cost nore, why give
it anything? Except everyone has different problens
and if you focus on the one that only one has and

don't do sonething in bal ance, then you don't indeed

have a fuel neutral policy.
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MR MARDLE: So something like a tax
credit or something |ong those |ines perhaps.

MR LEWS: dearly if that tax credit is

based on an equal credit per vehicle, then clearly
that woul d be a major incentive.

MR MARDLE: Ckay. Thank you.

MR RODCGERS: Thank you very much.
MR LEWS:. Thank you.
MR RODCGERS: Qur next speaker is Paul

Smth.

MR SMTH |I'mPaul Smth of Policy
Consulting Services. |'ma consultant to the Anerican
Aut onot i ve Leasing Association and to the United

Parcel Service, UPS, and that's the role in which I'm

here testifying today.
| wanted to thank you for the chance to be

here and also to say nore inportantly that |

appreciate the difficult task you and the Depart ment
face. You know, having to consider the inplenentation
of a program that quite frankly if brought before

Congress today, would not be enacted. I'mfairly

confident of that.
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In addition, you're having to face the
difficulty of taking an ill-advised program and havi ng

to find alternatives, if not, inplenentation of it to

meet statutorily set goals.
G ven the nature of your obligation, |

wanted to speak to two things this norning. One is

the role of mandates and secondly, the alternatives
that can be brought to bear for it.
Apart fromthe very real particul ars about

timng, technology, infrastructure, cost, private

fl eet purchase mandates, as a general approach, are
fundanentally flawed. To secure any significant
alternative fuel presence in national transportation

fuel policy, fleets have to be | ooked at as a nmeans of

denonstrating the viability, looking at the fleets by
their sheer nunbers, which very frequently are

overstated. W ourselves are cautious in overstating

their presence. But their direct inpact is very
i nsignificant.
The role that we foresee for fleets is one

of being a conduit to reach the general public through

a denonstration program Having a denonstration
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programthat is directed by the governnent, against
unwi Il ling participants, has nothing but a failure at

it destination.

W refer to this as the duck and the decoy
syndrone. |If you want to get ducks, you do not shoot

the decoy. And nost of the energies in the |ast eight

years that our sector of the industry has faced, has
been devoted to responding to the nandates. And only
a small fraction of those energi es have been devot ed

to exploring and | ooking for ways to nake it work.

That's regrettabl e because | think there are econonic
as well as public policy values that can be pursued if
it were otherw se.

Mandat es have a )) against private fleets,

have a multiplier effect. It was said earlier in the
testinonies, | believe in Texas, that it is inportant

to have the visibility of commercial vehicles

traveling on the roads, to establish the acceptance
and credibility of alternative fuel ed vehicles. There
is a negative leverage that will happen if that is

done pursuant to a nandate. Mst of the commerci al

vehicles will nake stops and calls of anywhere from 10
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to 50 per day. It's not unusual for United Parce
Service to be visiting 60, 70 businesses during a

single day. They have an ongoi ng busi ness

relationship with those, their custoners, and the
negative inpact and | everage that can happen from

havi ng a program wi thout voluntary participation is

far more significant. It's a factor that is not
quantifiable. It has not been factored in in the
anal yses that have been done, but it is still very
real .

You can only | ook back to previous
experiences of the governnent involvenent in diesel
vehicles on )) for light duty. As for fuel

corporations, and we can list a few of themthat have

failed to take into account that for better or worse,
it's attitude and perceptions that frequently will

drive the markets, far nore than the actual nunbers.

The stock market is, | think, a clear case of this.
There's two ways to approach a mandate.
You can take the mandate and pursue it as a rigorous

and a rigid program which increases the inherent

antagonismto the parties that are going to be subject
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toit.
The ot her approach which frequently is

being entertained, is to nake it nore flexible, nore

user friendly. User is not the right phrase. Subject
friendly. And in doing so, create an even greater

probl em because the twin )) the evil twin of a

regul ated programis the paperwork burdens that are
associated with it.
When the dean Air Act regul ations were

i mpl emrent ed under a programthat was nade by design to

be as flexible and subject friendly as it coul d be,
and nore as a platformfor the user of greater
alternative fuels, than for the direct utilization of

alternative fuels, the first regulation that was

i ssued came out with a regulatory inpact statenent of
4100 hours per fleet, per year, for conpliance. It

covered fleets of ten vehicles or nore.

So picture in your mind the fleet operator
|l ooking first at the acquisition costs, the operating
costs, and the resale risks associated with it. And

t hen second, |ooking at something that's going to take

4100 hours. That's nore than two full-tine
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equi val ent, per year, for inplenmentation
So having )) you know, while there's ways

to nake the nandates on their surface, |ess

obj ectionabl e, the back end, the conpliance questions
are going to cone in and bring in nore difficulties

because of the procedural burdens of nonitoring, the

paperwork, not only for the fleets but for their
conpetitors. Wo, since they're operating in a
conpetitive environnent, will be nonitoring that.

More work for |awers and also for the government for

t he inpl enentation
This attitude towards mandates | hope is
begi nning to be shared within those within the

Departnment. It is being shared by policy makers in

other states. Under the Uean Air Act, 22
jurisdictions were subject to the dean Fuel Fleet

program More than a mgjority of them have sought

al ternatives through the Section 182 opt-out program
Sone of those in those opt-out prograns have | ooked to
go for nore stringent prograns.

In their consideration, a vast nmajority of

t hem have rejected the use of |ooking at alternative
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fuel mandates. And those that are still remaining are
under serious reconsideration for it.

W feel, nore inportantly, that the najor

stakehol ders, and in this case it would be the fuel
providers and part of the fuel infrastructuring, that

CNG in particular, have been now | ooking at nore

vol untary prograns based upon incentives. And we're
pl eased that we have been working, fleet operators and
fleet representatives, have been working with the

natural gas industry in developing legislation that is

bei ng consi dered by Chairnan Barton of the House
Commerce Committee's Oversight Commttee and Chairman
of a Task Force directed by the Speaker to | ook at

devel opnent of natural gas vehicles. And while the

detail s have not been rel eased, we understand that
under that legislation, future mandates, the private

fuel rulemaking in particular, would be elimnated.

And that existing nmandates woul d be sunsetted and that
there would be a shift to | ooking at incentives.
This is inportant. There has been

concepts and sone nention today and el sewhere that

mandat es and incentives are the right conbination. |If
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we can |l eave you with one thing, it is the thoughts
t hat nmandat es work agai nst incentives and it's the

reason of their inpact on human nature.

The existence of a second rul emaki ng will
not result in any further devel opnent of alternative

fuels and will work against any incentives that are

put in place.
That cloud, which has been in presence
since quite frankly 1977, when fl eet nandates were

considered as a transportation control measure under

Section 108(f) has been lurking in the background for
peopl e considering the fact that if they enter into a
voluntary rel ationship, they then are going to find

t hensel ves having commtted to a mandatory one. And

it has been a chilling effect and | can tell that to
you on the basis of nunmerous conversations we've had

with people are in the industry, in terns of wanting

to step forward, without know ng what the secondary
and tertiary effects are going to be of that
participation.

Assumi ng that the nandates thensel ves

could work as a concept, the EPACT private fuel
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mandat es are fundanentally flawed in another nature.
Under Section 505 of the Act, the Act quite rightly

| ooks at the three conponents of the transaction,

which is the fuel provider, the equipnent
manuf acturer, the vehicle manufacturer, and the fl eet

purchaser. Those are the three parties that need to

be brought into the same regine in order to cone out
with a positive result.
Unfortunately the 502 nandates focus only

on one of those three conponents. Don't read the | ack

of symmetry in ny comments as assuming that |'m
advocating expansion of the nmandates. |'mnot. But
picture if you will, and just in the case of

alternative fuel infrastructure, currently based upon

nunbers that we've seen fromlast year, for every
fleet vehicle in the country )) for every 58 fleet

vehicles in the country, there's one service station

that can provide for diesel, gasoline, or a
conbi nati on of both.
When | ooki ng at the nunber of alternative

fuel facilities that are available, which is where the

pur chasi ng decisions will be nade, not on the
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projections of where they are later, we cone to nearly
12,000 vehicles for every avail able alternative fuel

refueling site. Not taking into account hours of

availability, service associated with it, and
| ocati ons.

What can be done if alternative fuels can

be advanced? The first would be is to elimnate the
first barrier to the first incentive, the first
barrier to be renoved, we woul d advocate is the

elimnation of the nandates. They act as a

disincentive. And before steps are taken to nove to
i ncentives, we would urge you to elimnate that
disincentive. | knowit's not within your power,

other than through this rul emaki ng proceeding with

regards to this one, and the wi ndow that cones up, but
| believe that there is other avenues. That that

policy view that could be advocated that woul d invol ve

t he Departnent.
| think the tax credits and sinilar
financial incentives are obvious and they have been

di scussed el sewhere. There's other incentives that

can be approached. This is just a sanple, not an
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enurer ati on of them
This theory that was nmentioned earlier

today, about the differential on tax treatment, at the

federal |evel alone counts for about ten cents per
gallon. And that ten cents, for astute purchases,

whi ch we woul d hope all conmercial fleet operators

operate under, it's our expectation and it's been the
experience, is never quantified into that purchase
decision. It should be. But when an astute purchaser

asked the question and we're frequently asked that,

what is the long-termviability of that differential?
The answer is, we do not know.
When asked of the Department of Treasury

or to the Transportation Departrent, will that

differential in taxation on fuel use remain? And they
said, and the answer is, no. W cannot commt. And

yet in the case, for exanple of the United Parce

Service, they're making decisions now for the year

2001. They're putting )) they're maki ng deci si ons now

for vehicles that will be on the road in the year

2020.

So taking the approxi mately $1,000 )) or
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$100 per year differential that that ten cents
constitutes, puts you into a situation where it's

| ost. The governnent doesn't get the revenue and yet

it can't be quantified in the decision naki ng about
purchasi ng fl eet vehicles.

Operational incentives are al so avail abl e

t hat have not been fully | ooked at. And understand
even in California, as we speak, the decision about an
HOV | ane exenption for LEVs is under consideration by

t he governor and may well not survive his signature.

G een curbs for preferential parking and
| oading. HOV |l ane operating rights, preferential
| anes for bridge and tunnel tolls are all inexpensive

ways that can be then quantified to make and result in

an economi cal ly sound deci si on
One question is asked, why can't these be

merely passed on to our consuners? That was in the

di scussions in 1988 when the issue first came up in
the Aean Air Act and again in '92 in EPACT. The fact
is, is that the consuners see no direct value init.

Fl eets do. Fleets have been sold on the concept that

alternative fuels have virtues in the public policy
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arena. W do not see the way in which they currently
are economic. The way in which they could be economc

wi thout the need for financial subsidy would be is if

t he consuners of our services and goods woul d be abl e
to quantify and take that into account and purchase on

the basis of that. But internal studi es have

indicated that there is no narket for that
The val ue of a service repai rman show ng
up in a conventional fuel vehicle versus one that is

an alternative fuel, is there is no quantifiable

distinction in value. Until that time cones, which is
a public relations and nmarketing chall enge for that,
you know, for the advocates of alternative fuels, that

t he individual conpetitors cannot engage in. It has

not worked. There has been sone efforts to try for
it.

So that leads you to the question of, if
it nmust be done, there nust be sonme form of
operational incentives, or financial incentives, they

need not have to be high cost. They can be ones that

can be devel oped at | ower cost.

But first and forenost we woul d reconmend
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the establishment of certainty about the state of the
policy. | think the elimnation of the cloud of

future mandates, not only in this series but in the

second rul enaki ng shoul d be addressed.
Thank you very much and |I'l|l entertain any

questi ons.

MR RODCGERS: Thank you very much. You
menti oned the governnent pronotion of |ight-duty
di esel vehicles | believe earlier.

MR SMTH  Yes.

MR RODCGERS: |'mnot personally famliar
with that. Wuld you be able to submt or just send
us sone docunentation on that?

MR SMTH  Sure.

MR RODCGERS: That'd be great.
MR SMTH |I'd be happy to provide that

for the record.

MR RODCGERS: Thank you. Paul.
MR MARDLE: Yes. Just one question.
Paul, it seens |like you' re saying that, one of the

things you' re saying is that the government has to be

nmore clear and direct about the long-termviability of
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incentives as well, for fleets to take advantage of
them Because there's this uncertainty that we're

going to create an incentive, then two years |ater

we're going to do anay with it. |Is that kind of what
you' re saying on the incentive side?

MR SMTH That's )) yes. But with the

caveat that we understand that at a certain critica
mass, the market has to be sustainable and shoul d be
sust ai nabl e.

MR MARDLE: R ght.

MR SMTH That you don't get yourself
augured into a permanent subsidy arrangenent.
MR MARDLE: R ght.

MR SMTH | think the two |ines would

cross and | would suspect it's going to cross at
anywhere from seven to ten percent of the market base

MR MARDLE: GCkay. Thank you

MR RCDGERS: dara.
M5. CHUN. Can you suggest ways that the
governnent can perhaps afford tax credits or financial

i ncentives, the costs of providing financial

i ncentives?
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MR SMTH I'msorry. | could not hear
t hat .

M5. CHUN I'msorry. Can you suggest

ways that perhaps the government can provide financial
i ncentives without, you know, wi thout the | oss of

costs incurred by providing those financial incentives

for purchasing vehicles or putting in fueling
stations?
MR MARDLE: Sure. W'd be happy to.

One clear exanple is the question of, you know, the

| argest conponent of cost of the owner is
depreciation. And the single largest factor in that
depreciation is the residual value at the end of the

useful life, which averages around 33 nonths.

So establishing )) and right now, we
cannot tell you that there's any premumon a resale

vehicle that is alternative fueled. The experience

tends to be that they are decommi ssi oned as
alternative fuel vehicles and reconfigured back as
conventional fuel. So that's an additional cost

that's added on to it.

A |l ow cost easy way to establish a
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financial incentive would be, is to bol ster that
market. Establishing a certainty at the end of the

| ease, not just the enticenent at the beginning. And

the way to do that would be to have alternative fuel
vehi cl es that conme off of first usage after the 33

mont hs, that have a useful life of )) the industry

seens to indicate about 12 to 16 years, to have those
33 nonth vehicles be in line for procurenent for
vehicles for )) because there is an i mense anount of

useful life left, if the government took credit for

acqui sition of secondary )) establishing essentially
a secondary market, it would do nuch to spur the up-
front decisions that are needed. Rather than putting

t he governnent purchases in conpetition for a scarce

nunber of vehicles that are out there. |f again, the
object is totry to spur a viable long-termmarket in

t he general popul ati on.

MR RODCGERS: Thank you very much. Qur
next speaker is Janis Christensen. And | just want to
i ndicate that we're running about a half hour behind

schedul e, primarily due to | ong-w nded questions from

the panel, including nyself. But we will get to
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everybody that's on the agenda and any unschedul ed
speakers. So pl ease bear with us and thank you very

much.

Pl ease proceed Jani s.
M5. CHRI STENSEN. Are you asking nme to

speak fast, David?

MR RODGERS: Not at all.

M5. CHRI STENSEN: Good norning. Thank you

for the opportunity to participate in this hearing.

I am Janis Christensen, the Manager of Fleet and

Enpl oyee Transportation for Experian, formerly TRW
Information Systens. | amhere today to share with
you the progress that the California Menbers of the

Nat i onal Associ ation of Fleet Adm nistrators, NAFA

have nmade in advancing alternative fuels technol ogy.
NAFA i s the association of professional

fleet managers. Qur 2,000 nenbers nanage nore than

2.7 mllion vehicles, vans and medi um|ight duty
vehicles for corporations, utilities and gover nment
agenci es.

| currently manage a fleet of nore than

400 vehicles. W have voluntarily operated a small
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nunber of AFVs in our fleet since the early
i ntroduction of CEM MB5 FFVs back in 1992. Met hanol

vehi cl es were driven by our sales representatives and

conpany-sponsored car pool vehicles. One of these
original vehicles is still in use today.

Coincidentally, on the day that chrysler wthdrew from

the CNG market, | was in the process of placing an
order for a CNG mni-van to be used in ny van pool
fleet. Since Chrysler was the only nmanufacturer

offering the mni-van AFV, | was out of luck. | wll

agree with the statenent that Chuck | nbrecht made
earlier today that a wide variety of vehicles of AFVs
must be available. And | too applaud Ford for being

very out in the forefront of the market. However

once again this year we were unable to put the only
MB5 FFV on our selector list because it's not

avai l abl e at the introduction of the nodel year

W' re hoping to place an advanced battery
EVin our fleet for ride share enpl oyees as a
denonstration vehicle sonetine in 1997. W' re hoping

that the manufacturers will work with us, even though

we're only interested in one vehicle, when naturally
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the manufacturers are interested in selling a |arger
quantity.

Both ny newly created conpany, Experian,

and our parent TRW have voluntarily supported the use
of alternative fuels when and where appropriate to do

SO.

Personal ly, | have been very active, along
with ny NAFA col | eagues, to seek a sensible and
practical introduction of alternative fuels into the

market. | chaired NAFA s Alternati ve Fuel s Task

Force, when it was first created, to respond to
Southern California' s alternative fuel nandates in the
|ate 1980s, and | have worked on a variety of federal,

state and | ocal commttees in search of this

obj ecti ve.
Fl eets support the devel opnent of

alternative fuels. Fleets have been studying and

testing alternative fuels for years. Alternative
fuels are already in use in many U S. and Canadi an
fleets. Because of EPACT, the ean Air Act and ot her

simlar initiatives, many fleets are testing new

vehi cl e technol ogi es and their experience i s expandi ng
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the avail abl e i nfornmati on base.
NAFA and its nenbers support the goal s of

the Energy Policy Act and have been working diligently

to nake it work. At the national |evel, we have
actively cooperated with the Departnent of Energy,

serving on committees which have devel oped excel | ent

information materials. NAFA has wel coned DCE speakers
at chapter neetings, and DCE has participated in
NAFA' s annual conference. NAFA has supported DCE s

alternative fuels hotline and has referred fl eet

managers to this valuable resource. W have reprinted
DCE materials and distributed themto thousands of
fl eet nmanagers.

In California we have had a hands-on-rol e

in wrking with the California Air Resources Board,
the energy Commission, and the Air Quality Districts

to test fuels and vehicles to create a data base of

reliable infornmation.
A special NAFA task force, the Alternative
Fuel s Advisory Commttee, neets nonthly with the South

Coast Air Quality Managenent District. This conmttee

works in partnership with the AQW to advance the use
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of AFVs in Southern California.
Fl eet managers participated in a task

force to review rideshare regulations and credits to

encourage the use of AFVs.
Fl eet managers participated as a nmenber of

the Air Resources Board Advisory Cormmittee for the

i ntroduction of cleaner burning gasoline to the entire
California market. Qur efforts included identifying
public and private fleets to conduct real-world tests

and work on the devel opnent and distribution of

information to fleets.
NAFA representatives neet regularly with
the ARB to involve fleets in the testing of advanced

technol ogy el ectric vehicles.

W endorsed and worked for approval of
Rule 1612 by the South Coast Air Quality District

Board of Directors. Rule 1612 provides credits to

conpani es that use AFVs. As NAFA said at the tine,
"Mobil e Source Reduction Credits can be a powerfu
incentive to voluntarily acquire AFVs."

We have worked with the Air Resources

Board on Mobil e Source Em ssion Reduction Credits to
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encourage conpanies to add | ow enission AFVs to their
fleets.

Wth the cooperation of the California

Ener gy Conmi ssion, NAFA surveyed every fleet known to
operate methanol flexible fueled vehicles to learn the

| evel of satisfaction of the fleets and their drivers.

Qur efforts, and the prograns of ARB, the
Energy Conmission, the Air Quality Districts are
focused on the goal of advanci ng AFV technol ogy,

building the infrastructure and putting AFVs on the

r oad.
This is all being done without fleet
purchase mandates. |In California, fleets are partners

in reducing air quality and establishing energy

security. The South Coast Air Quality Managenent
District, in fact, may have been the first agent,

federal or state, to suggest fleet nandates. But

today, the District has nmoved away fromthe conmand
and control approach to alternative fuels. In a 1995
docunent, South Coast makes the followi ng statenent:

"The District encourages fleet operators

to consider, and, if practical, to begin incorporating
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alternative fuels into their day-to-day operations.
There have been many success stories and somne

failures, but each effort hel ps the burgeoning

alternatives fuels programto i nprove and evol ve."
Mandat es have not been the answer in

California and they are not the answer in achieving

the goal s of the Energy Policy Act.
The conmmand- and-control approach of
mandat es does not address the major question: howto

elimnate the barriers that exist to wi despread use of

AFVs. Mandates have not and will not reduce the cost
of vehicles, build nore fueling stations or increase
the driving range of vehicles.

Mandates wi Il not convince conpani es and

governnent agencies to purchase a great nunber of
vehi cl es that cost nore, have a reduced driving range,

require a search for refueling, and have | ess resale

value. The federal fleet has not net the nandates of
the Act and the Executive O der because of higher
vehicle costs, limted vehicle availability and a | ack

of infrastructure.

Mandat es that are designed to create
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markets will not encourage the acceptance of AFVs by
consurmers. The NGV Industry Strategy targets high

fuel -use vehicles and concentrates the infrastructure

on open access fueling stations, where fuels can be
purchased through a card | ock systemand on-site

fueling stations for fleets, such as transit, school

buses, and forklifts. |Inherent in the NGV marketing
strategy is the realization that AFVs are not
econom cal or practical in many conmercial fleet and

consumrer applications.

I n concl usi on, mandates are not the
solution to meeting the goals of the Energy Policy
Act. The solution, as evidenced here in California,

is for everyone to work in a partnership to overcone

the barriers and to reach the desired goals.
W urge DOE to ook at alternatives to

mandates. At the first hearing in Dallas, Chris Anos,

the fleet nmanager for the Gty of St. Louis, asked DCE
to say no to mandates and to junp ahead to Section 509
of EPACT. This section of the Act says to DCE that if

mandat es are not the answer, nove forward to devel op

reconmendati ons for incentives applying to fuel
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suppliers, vehicle manufacturers, fleets and ot her
motorists. | too ask you to junmp ahead and to nove

t he process forward.

W urge the Departnent of Energy not to
i npose nandates, but to foster a voluntary partnership

that builds on the positive results of California and

the success of DOE's Oean Gties Program This
partnershi p shoul d have three objectives.
1. Devel op econom c and other incentives

to overcone barriers, such as vehicle cost,

i nfrastructure and range.
2. Move the AFV technol ogy beyond the
experinental stage and to the stage where advanced

technol ogi es are feasible and avail abl e, such as

advanced battery technol ogy for EVs.
3. A market-based, rather than a comrand-

and-control approach, to neeting the goals of EPACT

Fleets will work with you on this
part ner shi p.
Wth that, | will be glad to answer any

questi ons.

MR RODCGERS: Thank you. Paul.
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MR MARDLE: Yes. | had one thing | saw
And that was you said you had created data working

with CARB, the Energy Commission and Air Quality

Dstricts to test the fuels and vehicles to create a
dat abase of reliable information. |Is that avail able

in any shape or fornf

MS. CHRI STENSEN: Um hmm  Yeah,
absolutely. There was a study that we did, oh, maybe
about three or four years ago on the nethanol, which

can be nade avail abl e, on the nethanol vehicles in

California. And we shared our studies and our
research with DOE, as far as the publications that
t hey have put out.

MR MARDLE: Ckay. So, that's been

avai |l abl e previously then.
MB. CHRI STENSEN.  Um hmm

MR RODGERS: If D)) | think, | imagine so.

But we'll find out and we'll get it to you, Paul
MB. CHRI STENSEN:  Yeah.
MR MARDLE: GCkay. Thank you

M5. CHRI STENSEN.  Ckay.

MR RODCGERS: Thank you very much, Janis
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It's good to see you again.
M5. CHRI STENSEN. Thank you.

MR RODCGERS: Qur next speaker is CGeorge

W1 son.
MR WLSON: Thank you and good norning.

| am pl eased to have an opportunity to provide

conments to the Departrment of Energy's Advanced Notice
of Rul enaki ng Program
My name is CGeorge Wlson. |'mthe Fleet

Manager for Bank of Anerica. | amalso a past

President of the Alternative Fuel s Task Force for NAFA
and | participate alot in California in many of the
hearings relating to nandates.

W have experinented for sone tinme with

alternative fuels at Bank of Anmerica. | feel
conpel l ed to provide comments on the rule as it

applies to private fleets. Just to describe our

i nvol venent in alternative fuels, we have had over 350
met hanol vehicl es and over 20 CNG vehicles in the past
ten years.

Today we are operating 14 CNG vehicles and

one electric shuttle bus.
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W woul d encourage t he Departnment of
Energy to withdraw fromits efforts to inpose a

mandate in 1998 or for nodel year 1999 to private and

muni ci pal fleets.
Today we have neither the fueling

i nfrastructure nor an appropriate mx of vehicles to

adequately popul ate fleets with viable vehicles for
the mssion. Furthernore, nandates are a bad i dea for
fleets and only add to the econom ¢ burden of a

regul at ed envi ronnent .

What's our overall inpression of
alternative fuel vehicles? Qur belief is that the
concept of providing an alternative to gasoline to

pronote energy security, is a good idea. The

envi ronnental benefits of using fuel that adds to the
reduction of snobg and other environnental |y hazardous

conditions, is also a plus. To that degree, we have

i ncluded in our operation sone of the alternative
fuel ed vehicles to test their application and
useful ness in our fleet.

Wiil e we know the alternative fue

industry is still inits infancy conpared to gasoli ne,
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we al so know nmany i nprovenents and technol ogy
br eakt hroughs are yet to conme for alternative fuels.

So to say the jury is still out is an understatenent.

Qur testing in our experience, has cone
with the best of intentions to understand, to pronote

and watch for inprovenents in the arena of alternative

fuel. Wuat's in the way? Mndates. Mandates breed
t he command- and-control phil osophy that stifles the
creative and consensus results that we all want to

achi eve.

What has really torpedoed nost of this
progress that we've witnessed so far, are the agencies
bent on adopting mandates and requirenents in this

ar ena.

Qur first experience started with an Air
Direct here in California, with the authority fromthe

California State Health & Safety Code. They began to

dictate through their rul emaki ng process, the purchase
of reduced em ssion vehicles for all fleets with ten
or nore vehicles. At the tinme of the nandate, the

only reduced enission vehicle at the tinme was the Ford

Taurus FFV. That Ford Taurus had no application in
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our fleet, but it was suggested during the hearings
that we just conply with the mandate and purchase that

fuel. Such a position builds the walls and not the

bridges required to get fromhere to there.
To nake nmatters worse, the District woul d

only accept vehicles that are certified by CARB. |I'm

not sure if you're famliar, but here in California in
order to get the credit for vehicles, they have to be
part of the TLEV, or ULEV, or LEV or ZEV. That put a

strain on the people that were the kit manufacturers,

because it takes a lot to get the kits certified. So
fl eet managers were tossed between what's the right
thing to go to, the cheaper nore econom cal, convert

a vehicle or buy OEM

For all the CNG vehicles that we' ve
purchased, we've had to add an extra tank just to

acconpl i sh our mssion. And of course this lints

sone of our carrying capacity. So there's challenges
wi th CNG vehi cl es.
And nethanol, and | think the gentl enan,

Ray, spoke earlier about the cost and it may be the

taxes that influence this, but we see a nuch higher
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cost in operating methanol vehicles.
Qur experience with the electric bus, with

electric vehicles is |limted to the shuttle bus. But

I can assure you that this is the bl eeding edge
t echnol ogy versus | eadi ng edge, because it's been

quite a struggle. And for sure inposing nandates with

electric vehicles surely is not appropriate this tinme.
Qur fleet is not capabl e of being
centrally fueled. There is sone discussion of what

makes a fleet centrally fueled. W rely on an outside

fueling station. |It's pretty tough to get alternative
fuel, | can tell you. Even in places |like San
Franci sco, where you think it's very appropriate, it's

sonetines a struggle, especially on weekends and

hol i days.
In short, we believe nmandates are not the

solution for private fleets. Qur vehicles are fairly

current in the nodel year scenario and take advant age
of all the technol ogies to reduce snog and hel p the
envi ronnent and achi eve opti num fuel econony. This is

probably the normwith the magjority of fleet vehicles

i npacted by the pending regul ation.
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Qur experimentation has been with good
intentions and a cautious eye out on econonic

i mplications. Mandates throw out economc

consi derations and bad choi ces are the nost conmon
out cone.

Qur fleet uses conpact vehicles and

heretofore the CEMs have not concentrated their
strategies on snall conpact-type vehicles, that's the
Escorts, the Cavaliers, the Neons, as they build

alternative fuels. W use the vehicles for carrying

smal | packages and only we know that Honda with their
little Gvic CNGis the only one that fits in that
cat egory.

DCE can and shoul d concentrate on and

pronote the incentive side of the initiative to secure
ener gy independence and a cl eaner environnent. To

this degree, denonstration prograns that result in an

econom ¢ benefit for private and nunicipal fleets will
get you the best bang for your buck
Your Clean Gties Programis a good

exanpl e of encouragi ng the use and providing a source

of information, experience and know edge for fl eet
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managers. That programinvolves interested fleets and
fuel providers with common objectives. The program

I acks funding for events and incentives for potential

alternative fuel vehicle purchases. And this position
can be changed by DCE to encourage nore fleets to get

i nvol ved.

In closing, | agree with ny counterparts
in NAFA, down there in Texas, and also Janis, that you
ought to refer to nunber 509. And in closing, | hope

that you do nothing else with the mandate. Thank you.

Any questions?
MR RODCGERS: Thank you.
MR MARDLE: | don't have any.

MR RODCGERS: Thank you, Ceorge.

=

WLSON:. Thank you, Dave.

=

RODCGERS: Qur next speaker is Wndell

M tchel | .

MR M TCHELL: Good nor ni ng.
MR RODCGERS: Good norni ng.
MR MTCHELL: M/ nane is Wndell T.

Mtchell and | would like to give you sone information

about ny background. | amthe Fleet Manager of King
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County in the State of Washington. | received a
Mast ers Degree in Business Administration fromthe

University of Washington and | amthe Western Region

Trustee for the National Association of Fleet
Adm nistrators. | have served on several boards,

i ncluding the Governor's Mtor Vehicle Advisory

Committee for the State of Washington. | have served
in | eadership positions with the Washington State
Chapter of the Anerican Public Wrks Association and

amthe recipient of recognition awards from Busi ness

Week Magazi ne, NAFA, and the National Association of
Counti es.
More inportantly is the fact that | manage

one of the largest fleets of alternative vehicles in

North America. Moreover, ny experience with
alternative fuel is not new W in King County have

been operating alternative fuel ed vehicles since 1991.

Ki ng County received the 1993 dean Air recognition
award fromthe Anerican Lung Associ ation.
Today, | would like to share with you sone

of the things we have | earned about alternative fuel ed

vehi cl es over the past five years, things that |

115



10

11

12

13

14

15

16

17

18

19

20

21

22

bel i eve need to be taken into account before the
Depart ment of Energy nandates private and | oca

governnent fleets to acquire alternative fuel ed

vehi cl es.
King County currently operates 256

alternative fuel ed vehicles; 98 are powered by propane

and gasoline and 158 are powered by conpressed natura
gas and gasoline
O the 158 dual powered vehicles, 74 are

police sedans. Since we instituted our alternative

fuel s program back in 1991, our CONG powered police
sedans have accunul ated nore than 5 mllion mles of
service. Here are sonme of the things we have found:

First, CNGis reliable. W have had no

maj or probl ens over the past five years.
Second, we have found that CONG vehicles

are safe. Police sedans equi pped with CNG fuel ed have

been involved in three separate accidents, but the CNG
fueling system including the tank, was never
conpr on sed

Third, mai ntenance costs for CNG vehicl es

may be slightly lower than for gasoline vehicles due
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to the fact that CNGis a cleaner burning fuel and
does not require tune-ups as frequently as gasoline

power ed vehicles. Those are the positive aspects.

Now for the other factors we believe need
to be taken into account before the government

mandates fleets to acquire alternative fuel ed

vehi cl es.
First, the driving range of CNG changes
with the anmbient tenperature. On a good weat her day,

a tank load of CNGis good for about 80 miles of

driving. Qher days it is less. During a typical 118
mle police shift, conpressed natural gas accounts, on
average, for only 51 percent of the fuel consuned.

That gives you an idea of how limting CONG operating

range is and why our vehicles nust also be able to
operate on gasoline.

Second, when the $4, 700 cost of converting

a vehicle to CNGis factored in, the operating cost of
CNG can't begin to conpare economcally wth gasoline
W estimate it takes five years of driving solely on

CNG to sinply recover the cost of conversion. The

$4, 700 conversi on cost does not include the additiona
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cost of $1,400 to convert the vehicles back to
gasoline powered after it is retired frompolice

servi ce.

Third, fueling is not readily accessible.
In King County, an area of nore than 2,200 square

mles, there are only three |l ocations, three where CNG

vehi cl es can be refueled. The County owns and
operates two of them and jointly owns and operates
one with the Gty of Seattle. Three locations is not

enough when you consider that the driving range of

vehicles using CNGis |less than 100 nil es.
Fourth, the high cost of upgrading
exi sting mai ntenance and repair facilities such as

with ventilation, gas detection, electrical equipnent,

automatic fire sprinkler systens, and structural fire
separations, to reduce the risks and the hazards

associated with maintaining and repairing alternative

fuel vehicles. The consulting firmof Booz, Allen &
Ham [ ton estimated that it woul d cost about $429, 000
to bring King County's facilities up to standard.

Fifth, alternative fuel suppliers do not

seemto be interested ininstalling fuel facilities.
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In the five years that we have been operati ng CNG
vehi cl es, not one supplier has opened a public fueling

facility.

Si xth, these conversions, as | noted which
cost nore than $4, 700 per vehicle to convert to dua

power, and the $1,400 to reconvert to gasoline

powered, nore than w pe out any operating savings that
CNG may offer. The same would hold true if we were
able to obtain dual fuel vehicles for other fleet

vehicles, directly fromthe manufacturers at the

prom sed differential price of $3,000.
What these figures show is how much of an
econom ¢ disaster we in King County, and other fleet

operators will face, if we are required by federa

mandates to acquire alternative fuel vehicles. |If 20
percent of the vehicles we acquire in 1999 have to be

alternative fuel, it would add $1.3 mllion to our

current fleet acquisition costs. And since we already
have invested nore than $2 mllion in alternative
fuel ed vehicles, that would bring our total investnent

in alternative fueled vehicles to $3.3 mllion nore

than the cost of traditional gasoline powered
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vehi cl es.
But that is nothing conpared to what would

happen if we are forced to convert our entire fleet to

alternative fuel. W presently operate a total of
2,600 vehicles in our fleet that would qualify for

conversion to alternative fuel. Not too |ong ago, to

get an idea of what a conplete fleet conversion would
cost, we called in the consulting firmof Booz, Alen
& Ham Iton. They told us it would cost $18 mllion.

In other words, ny fleet acquisition cost,

or rather the cost to King County taxpayers, would
i ncrease by an additional $18 nillion conpared to
vehi cl es powered by gasoline and di esel fuels. Booz,

Allen & Ham Iton cal cul ated that if we nade that

conversion, air pollution in King County woul d be
reduced by three hundredths of one percent. Three

hundredt hs of one percent. Wat a mnuscule return on

an investnent of $18 mllion.
And what else will we get for this added
cost? W will get vehicles that can't travel as far

as regul ar gasoline vehicles because they have a

smal | er operating range. W will get fewer vehicle
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choices fromwhich to select and we will have to
wonder where we're going to be able to fuel these

vehi cl es.

As things presently stand, there is no
fueling infrastructure plans in place for alternative

fuels. Nor is there likely to be any by 1999. | have

not seen any indication fromeither the private sector
or the federal government that there will be
alternative fueling stations avail able anytinme soon.

But perhaps a better indicator of why | do

not believe that there will be any inprovenent in the
availability of alternative fuel infrastructure, or
any infrastructure for that matter, in place by 1999

is the record of what has happened in King County.

Despite the fact that we have had an alternative fuels
programin effect, and grow ng since 1991, no one, and

| repeat, no one has cone forth to increase the

availability of alternative fuels in King County.
Based on our experience with alternative
fuel, | do not believe the federal governnent should

require any fleet, including private and | ocal

governnent fleets, to buy any required percentage of
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alternative fueled vehicles in 1999 or in the
foreseeabl e future, because there are too many

obstacles to their efficient use. Nanely, the

extrenmely limted operating range, the high cost of
conversion, the lack of fueling infrastructure, the

additional cost of reconversion to gasoline powered

vehicle required for resale, and the high cost of
modi fying facilities.
Don't get me wong. There is a need for

clean air, and we in King County were anong the first

to recognize this. W have been using alternative
fuel ed vehicles for five years without being required
to by the federal governnent, or by anyone for that

matter. Nevertheless, | believe that as things stand

now, it is just too expensive to require fleet
operators to purchase alternative fuel ed vehicl es.

Most fleet operators sinply cannot afford it.

I nstead, | believe we would be better off
if the additional noney was spent on research to
further | ower vehicle em ssions on all vehicles,

rat her than converting a conparatively few vehicles to

alternative fuel. New cars and trucks are already
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much cl eaner than 10 to 15 years ago. So why not
continue exerting efforts in that direction?

If the federal government wants to be a

supportive partner, | would suggest that it subsidize
aut omakers and oil conpany research and devel opment

costs for manufacturing a nore conpetitive alternative

fuel vehicle, or offer greater tax incentives to fleet
operators to encourage nore voluntary alternative
fl eet conversions. Such actions are not unheard of at

the federal |evel

R ght now, the federal government is
asking the operators to absorb the cost of alternative
fuel conversions at a tinme when there is absolutely no

certainty that this is the nost efficient or best way

to clean the air.
Fl eet operators do want to clean the air.

W have denonstrated that commtnent in King County.

However, there are limts to how much shoul d be asked
of us and not of others, particularly when the results
of our efforts will not significantly inprove the

health of our citizens.

I n conclusion, ny recomendation to the
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Department of Energy is this: Until sone of these
other issues involving alternative fuel have been

addressed and corrected, do not nmandate private and

| ocal governnent fleets to acquire alternative fuel ed
vehi cl es begi nning in nodel year 1999, or any ot her

nmodel year. Thank you

MR RODCGERS: Thank you very much. |
conmend you for your existing alternative fue
program | guess ny one question after reading ))

hearing your statement is, why do you use alternative

fuel ed vehicles in your fleet?
MR M TCHELL: W use alternative fuel ed
vehicles in our fleet because we want to set an

exanple for others. W feel it is the right thing to

do and King County was the first to step forward.
MR RODCGERS: It's the right thing to do

for what purpose?

MR M TCHELL: O course to reduce
particul ate pollution. Again, King County saw the
need for this and wanted to inspire its citizens. But

as | nentioned, there are limts to mandates. There

are limts to resources. And what we are saying here,
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until the federal governnent or the private industry
cone up with a better vehicle, that nmandates shoul d be

set asi de.

MR RODCGERS: Another question | have is,
if alocal governnent mandate was in place in 1999,

and | read fromyour statement you have an estimate of

approxi mately $18 mllion would be the cost of
conpliance, woul d you consider using flexible fuel
vehi cl es that have very low increnmental costs?

MR M TCHELL: Sure, yes.

MR RODCERS: So that the ))
MR MTCHELL: W will try anything. But
wi t hout nandat es.

MR RODGERS: So the actual cost of

conplying with the mandate, using flexible fuel
technol ogy, mght be a lot |ower than $18 nillion?

MR M TCHELL: The flexible fuel

t echnol ogy would cost $18 mllion. That's the cost.
MR RODCGERS: Ckay. Actually I'd like
you, if it's possible, to check into that. Because

I"l'l bet that that $18 mllion was based on a m xture

of CNG or other vehicles, but | appreciate very much
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your conmments. Paul .
MR MARDLE: Yeah. Just a follow on

David, and that again is relative to the $18 mllion,

and | don't know if you can nake this available to us.
It may be proprietary, |I'mnot sure.

MR M TCHELL: Wat, the study?

MR MARDLE: The Booz, Allen & Ham | ton
st udy.
MR MTCHELL: Cnh, sure. |'ll nake a copy

and deliver it to you.

MR MARDLE: |If you could nake that
available, I'd greatly appreciate it.
MR M TCHELL: Yes, yes.

MR MARDLE: Thank you.

MR MTCHELL: M pleasure.
M5. CHUN. | guess | amcurious,

consi dering the cost of using alternative fuel ed

vehi cl es that you already have in your fleet, howis
it that King County can continue to support this
progran? | nean are the King County taxpayers happy

with continuing alternative fuel s?

MR M TCHELL: Because our |eaders are
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progressive. W believe in the Aean Air. But we
al so feel nmaybe there are better ways to do it than by

i nstituting nmandates.

M5. CHUN. So you would be willing to
continue on with your efforts?

MR M TCHELL: Yes.

M5. CHUN. Ckay.
MR MTCHELL: Wt will continue with our
pr ogr am

MR RODCGERS: Thank you very much for

com ng down.

=

M TCHELL: You're wel cone.

=

RODCGERS: Qur next speaker is Bill

DeRousse.

MR DeROUSSE: M nane is Bill DeRousse.
I find it interesting in the comments and the

diversity of all the people that have spoke this

nmor ni ng, how much we have all said in the same
direction about alternative fuels.
| understand that DCE has not yet

conpleted its study on technol ogy and economnic

feasibility neeting the alternative fuel goals. W
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conments | hope will provide insight froma fleet
perspective and are not intended to criticize the

obj ecti ve.

| amthe Fleet Superintendent for the Gty
of Everett, Washington, 26 mles north of Seattle,

with a popul ation of 82,000 and a diversified fleet of

700 pi eces of equipnent providing support to police
and fire services, a city bus fleet, assorted ground
mai nt enance itens, and the repair of city roads, water

and sewer |ines.

| am an experienced Fl eet Manager, having
both experience in the private fleet sector and al so
the public. | speak for organizations concerned with

unfunded mandates, in particular the alternative fuels

program | am al so the Chairperson for the Puget
Sound Chapter of the National Association of Fleet

Adm nistrator, Vice President of the Northwest Public

Fl eet Managers Association, Chair of the National Bus
Associ ation, and serve on the Mii ntenance Conm ttees
of Everett Community Col | ege, Washi ngton Trucking

Associ ation, and Washington State Transit Association

| also serve as a Trustee at the University of



10

11

12

13

14

15

16

17

18

19

20

21

22

129

Washi ngt on, Engi neering Prof essional Prograns
Division, as well as other national organizations.

| believe we share an interest in

i mproving our environnent. The Gty of Everett's
Mayor, Ed Hansen, is a menber of the Puget Sound

Regi onal Transit Authority and has fought hard for the

regional transit systemthat is responsive to the
needs of local comunities and al so offers
transportation alternatives. He has also been the

| eader of a successful coalition effort to obtain

State funding to extend car pool |anes into Everett.
The Gty has al so joined a consortiumw th Snohom sh
County, the Snohom sh Public Wility District,

conmunity Transit of Snohom sh County and Hei neck

Associates to raise noney to test hybrid electric
buses, electric cars and light trucks. W are also

very interested in the fuel cell technology that is up

and com ng.
The problens we face in reference to the
alternative fuels program is multi-faceted:

1. Added cost of equipnent.

2. Reduced mleage range availability.
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3. Cost to upgrade naintenance facilities
because of the characteristic differences in diesel

fuel and gaseous fuels.

4. Cost of manpower to refuel nore
frequently.

5. Cost of the refueling infrastructure.

6. Concerns that as alternative fuels
becone mandatory, tax levels will increase to of fset
t he decrease of taxes that could result fromless

di esel fuel usage.

7. Training costs of operators, fuelers,
and nmai nt enance technici ans, and
8. Unknown repair costs.

These costs represent nillions of dollars

we do not have, especially at a time when | ess revenue
is avail able at |ocal governments. This is especially

true during a tinme when we are responding to an

i ncreased denmand for public safety.
Wil e reading over DCE' s alternative fuels
docket, several issues cane to ny attention. Wile |

agree with the Energy Policy Act of 1992 goals, | find

certain federal and state actions in contradiction.
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For exanple, why would we raise the speed linmts when
we were concerned with oil consunption? |n the May

20t h i ssue of Newsweek, witer Calvin Trillin, while

witing about the 4.3 cents per gallon tax repeal
wote, how by increasing the speed limt from55 to 75

m | es per hour, we have increased our fuel consunption

by 50 percent.
I n Septenber 1996 i ssue of Fleet Owner,
witer David Qullens wites that for every nile over

55 mles per hour on over-the-road class 6 through 8

vehicles, the nmles per gallon decreases .1. At 70
mles per hour, if you were getting six mles per
gallon at 55 mles per hour, you would now only get

4.5 mles per gallon. For every 3,000 niles driven,

you woul d increase the amount of fuel needed by 167
gallons of diesel. Miltiply that by the hundreds of

t housands of trucks on the road.

Additionally, the increased speed has had
a significant inpact on tire life and retreadability.
At 55 mles an hour, a tire is manufactured to display

a engineered footprint with a predeterm ned stress

factor on the sidewall. By increasing the speed to 65
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mles an hour and above, we increase this footprint of
the tire, thereby increasing the rolling resistance

and sidewal | stress, decreasing tire life. Add this

to the aerodynam cs of the nodern fleet vehicles and
the heat generated to stop these vehicles, we increase

tire wear. |In addition, we decrease the standard

three caps per tire to two or less. The loss of
cappi ng capability also increases oil consunption
t hrough additional tire purchases.

It appears to ne that increasing the speed

limt is totally against the goal of the Energy Policy
Act .
| have a file full of news articles about

transit and large city operations that have spent

mllions of dollars on alternative fuel ed vehicle
programs, only to discontinue them as they did not

work or they were too expensive. There are, however,

a fewthat stayed with alternative fuel prograns,
regardl ess of the cost.
You indicated in the docket material that

20,000 alternative fueled vehicles exist in the

federal fleet. That anobunt seens to be far |ess than
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I recall the nmandate required and how many of these
vehi cl es were dual -fuel ed? And of the ones that are

dual -fuel ed, how many actually run on the alternative

fuel ?
To respond to sone of the other questions

in your docket, you spoke of an increasing

infrastructure and that the autormakers were increasing
their production. | have read that autonakers have
decreased production and | have not yet seen the

i nfrastructure needed.

Who is going to pay the increased cost
needed to run our fleets? Wwo will pay for the
bui | di ng renodeling and the fueling infrastructure?

The cities, counties and busi nesses | neet

with cannot afford the added cost and if costs are
i nposed, where do the displaced workers go, who wll

be let go to pay for this mandate?

Shouldn't we ook at things |ike nmandati ng
the use of using re-refined motor oils in our
vehicles? this woul d decrease our dermand for the

crude oil needed to nake notor oil by 75 percent.

Requi re engi ne manufacturers to increase
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engi ne oil change intervals from6,000 mles to three
tinmes that nuch, this would further decrease the

amount of crude oil used in notor oil by another 50

percent or nore.
There needs to be a significant tax

incentive to private conpanies for themto use

alternative fuels, but enough to provide a return on
i nvest nent .
There should be a fuel tax set up strictly

for the funding of alternative fuel prograns and the

infrastructure. The dean CGties programshould have
a guiding and active part on how and where the funds
are spent. This would decrease the cost inpact on

conpani es and have the | east inpact on job

di splacenment. |If the alternative fuel is to have a
lower tax rate than gas or diesel, it nust be |ong

termas not to discourage a favorable return on

i nvestrment for the conpanies and the nunicipalities
who are participating in the program
| woul d not reconmmend the use of dua

fuel ed vehicles, as it is too easy to use the non-

alternative fuel
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DCE shoul d base its assessnent on the
total nunber of alternative fueled vehicles commtted

to production. A tax incentive should be offered to

manuf acturers that woul d of fset the cost difference
bet ween non-alternative car, van or light trucks, and

the alternative fuel ed vehicle.

The fueling infrastructure should be
centrally located only. The further the fueling
station is fromthe vehicle base, the nore costs it

takes for the vehicle to go to the fueling station,

| abor hours, and the less attractive the alternative
fuel becones.
An unfair conpetitive advantage woul d be:

1. The location of a fueling station

bet ween conpani es.
2. A conpetitor's fleet that is over 8500

GWand is not required to use alternative fuels, this

program coul d force conpanies only to purchase
vehi cl es over 8500 GVW
An undue econom ¢ hardship would be to

require any conpany or nunicipality to buy alternative

fuel ed vehicles, to build a fueling station, or to

135



10

11

12

13

14

15

16

17

18

19

20

21

22

136

have to renodel existing naintenance shops to
facilitate gaseous fuels.

| believe the Energy Policy Act goals can

be net voluntarily wth financial assistance.
So while we applaud the larger cities,

states and transit organizations for experimenting

with alternative fuels, that experinentation has cone
with a large price tag.
Per haps the nost inportant message to

| eave you with then is this: Inplementation of this

program wi t hout adequate federal and state funding
support is financially inpossible for private
conpani es, cities, counties and state organi zati ons.

Exi sting noney is sinply not available to fund the

Alternative Fuel Program W cannot do it without new
and stabl e funding sources.

Thank you for your time and if you have

any questions, I'll be glad to answer them
MR RODCGERS: Thank you very much, Bill.
And | really appreciate how in your comrents you

address several of the very specific questions that

were in the advanced notice of proposed rul enaki ng.
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That will help us very nuch as we nove forward
But | did want to enphasi ze and ask you

again and | apologize if | sound |ike a broken record,

but you really enphasized the cost. But if your fleet
could run on flexible fuel vehicles that have no

i ncremental costs, then when we're assessing the costs

of the fleet mandate, we punch our cal cul ators over
and over again, and it doesn't look like it costs that
much with flexible fuel vehicles. Can you respond to

t hat ?

MR DeROUSSE: There's always a cost
i nvol ved, whether or not it is the purchase of the
vehicle or the infrastructure that you need to go to,

if you don't own it yourself, to operate that vehicle.

The question you have to ask yoursel f, and
whet her you're in a public sector or the private

sector, is what is ny return on investnment? Wy woul d

| dothat? What is ny gain for doing that? And how
do | stay conpetitive with nmy conpetitors if | do do
that? Wuat am| getting out of this? And it's a

question that everybody is going to ask and if you're

answering that for them why do it?
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MR RODCGERS: | appreciate that. But if
every Ford Taurus sedan that was used by fleets today,

and | think the Ford Taurus is a popul ar fl eet

vehicle, was tonmorrow a flexible fuel vehicle at zero
or very little increnental cost, it seens to ne that

we woul d have a step forward for energy security. W

woul d have an inducenent for the placenent of al cohol
refueling stations and the costs to the fleets would
be mninmal. Can you respond to that?

MR DeROUSSE: Well, | think you're

talking )) with the Energy Act, | believe in the
policy, | believe that is the intent to do that. But
| don't see where there is not a cost involved in

that. And for that reason, ny concernis, who is

going to pay for it? |If you nmandate it, what are we
going to give up to get there?

| don't have a probl em buying an

alternative fueled vehicle, if that vehicle costs the
sane as the vehicle |I'mpurchasing al ongside of it.
M/ next question is, for what? Now that

| have the alternative fueled vehicle, |'ve either

| ost cargo space or |'ve lost the space for
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transporting goods and naterial, where do | fuel at?
And the problemof noving frompoint Ato point B when

you're used to noving in the area of point Aonly to

get fuel, you have an additional |abor cost that you
now have to factor. And so instead of, |ike the UPS

gent | eman said of making 30 deliveries a day, |'m now

only making 20. Now, if |I'mmaking only 20 deliveries
a day, ny rates are based on 30. |In order to now pay
for nmy overhead costs, | nust now adjust ny fees to

cover the loss revenue that those ten additional stops

neant to ne.
MR RODCGERS: kay. Thank you, that's
hel pful. | actually don't think you' re answering ny

question though. But | appreciate that and if you

would like to offer any other comments, |'d appreciate
it very much. Thank you. Paul.

MR MARDLE: Yes. | actually have a

conment and a question. The first one, you di scussed
speed limts. And as part of the legislation that was
passed by Congress and signed into | aw on repealing

the speed limts and giving that right to the states,

the U S. Department of Transportation and specifically
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the Federal H ghway Administration is required to do
a study of the ramfications in terns of safety and

fuel consunption, et cetera, on raising the limts.

And you may if you're interested, it sounds like
you're interest in that in ternms of the speed linmts,

you may want to get involved in it. They're having a

conment period and taking comments on that issue. |
don't have a contact for FHWA. But |'msure you coul d
get one if you pursued it.

And the second thing | wanted to ask you

about, when you tal ked about an unfair conpetitive
advantage to fleets that had a | ot of heavy duty
vehicles, relative to the light duty vehicles; is it

your view if we had incentives, that the incentives

shoul d be for heavy duty vehicles as well, as well as
the light duty vehicles?

MR DeROUSSE: | think there should be an

option of howyou )) the goal is to reduce our
dependency. How we get there, which vehicle class we
use to do that, should be irrel evant.

MR MARDLE: Ckay.

M5. CHUN. | just have a question
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regardi ng the nunbers that you stated in terns of
reusing refined notor oil or requiring engine

manuf acturers to increase engi ne oil changes. Were

did you get those nunbers and how they woul d translate
to reduced demand for crude oil?

MR DeROUSSE: | have some docunents in ny

office fromthe refineries that determ ne how nuch
crude oil in a 55 gallon drumof crude oil, how much
of that actually winds up as a virgin motor oil. And

for lack of having the nunbers in front of nme, it's

sonething like for 55 gallons you can get about three
gallons of virgin nmotor oil. You can take one gallon
of used notor oil and refine that, or refine it to

back to a condition the same as virgin oil. And it

only takes a couple of gallons of oil to accumul ate
one gallon of the sane type of virgin oil.

M5. CHUN:. Are those nunbers that we coul d

get ahold of ?
MR DeROUSSE: Sure.
MR RODCGERS: Thank you very much.

MR DeROUSSE: Yeah.

MR RODCGERS: Qur next speaker, Jim
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Lakony, are you here?
(No response)

MR RODCGERS: Ckay. W'Ill nove on to the

next speaker, Ed Yates.
MR YATES: Thank you. For the record I

am Ed Yates with the California League of Food

Processors. W're a trade association representing
California's fruit and vegetabl e processors.
Characteri zed by seasonality, we do about 80 percent

of our work during the sunmmer harvest season

converting raw product into shelf stable products that
are available to the consuner at any tinme of the year.
| prepared a brief outline. Many of those

poi nts have been covered by other speakers and | won't

dwell on them But listening to sone of the comments
earlier, there are sone | would |ike to underline.

Nunber one, the way that that )) and this

is not inthe outline. | think this is really
inmportant. The way the proposal is crafted, it has a
great potential to place simlarly situated food

processors at great disadvantage. Let me use an

exanple. California accounts for 100 percent of the
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production of black ripe olives. Let's say we have a
processor that either has the 50 vehicles nationw de,

or happens to be located in an urban area with

250, 000.
Ckay. And if | use the )) a |ow nunber

and the threshold of 20 vehicles, assum ng they have

a nuch larger fleet, and translate that increnental
cost into how many extra cans of black ripe olives
that they woul d have to produce and sell to get back

to parity with that olive canner who doesn't have a

mandate, | run sonewhere between 1.1 mllion cans to
two and a half mllion cans, that that processor woul d
have to convince that many people or that many persons

in the country to go jerk an extra can of olives off

the shelf. And that's just to get themto parity with
t hat processor who doesn't have the nandate.

If they went to electric vehicles, of

course the nunber just goes conpletely out the roof.
| would also like to point out, which | do
have a bullet point, is we, both at the federal |eve

and the state level, are noving towards deregul ation

in a nunber of energy funds. Mst recently natural
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gas and currently electricity, to nove those
i ndustries towards a conpetitive marketpl ace.

It seens puzzling that Congress and the

Federal Governnment woul d be noving towards nmandat es
for simlarly situated energy issues.

The other thing I1'd like to mention is, |

guess the food processing industry in Californiais a
little skeptical about federal mandates. About 20
years go we were told that the world was going to be

out of natural gas and that we woul d have to convert

to alternative fuels. Fromthe association's
st andpoi nt, the managenent of the association, it was
a very )) that was probably one of the nost

excruci ating pi eces of communication that we had to

send to the industry. |Is that you're going to have to
spend tens of mllions of dollars for alternative

fuel. And as it turned out, of course, it was totally

wast ed. Because no alternative fuel was burned,
because of fuel scarcity.
So we, based upon our experience, with al

due respect, take a little bit of skepticism

| also find it interesting that this Act
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was passed in 1992, with sone dates that are eight
years later to start this kind of a program And of

course with these two-tier rulemaking in the interim

| guess in sumary, don't do it. Thank
you.

MR RODCGERS: Thank you very much for your

conmments. Paul, do you have any?
MR MARDLE: No.
MR YATES: No questions?

MR RODCGERS: 1Is olive oil a good

alternative fuel ?
(Laught er)
MR YATES: No. But it's extrenely

nutritious.

MR RODCGERS: Thank you very much. Qur
next speaker is David Mdisette. | hope | pronounced

that right.

MR MDD SETTE: Good norning, if it is
still norning. |'mDave Modisette. |'m Executive
Director of the California Electric Transportation

Coalition. The Coalition works with California state

agencies, the State Legislature, and | ocal governments
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in California to encourage the devel opnent and
commerci alization of electric vehicles and other forns

of electric transportation. Qur nenbers include the

Los Angel es Departnent of Water & Power, the Pacific
Gas & El ectric Conpany, the Sacranento Minicipa

UWility District, San Diego Gas & El ectric Conpany,

Sout hern California Edi son Conpany, and Edi son EV
As you can tell, our nmenbers are the fuel
providers for electric vehicles. And as such, there

are special demands nade on us under the Energy Policy

Act. W are fully committed to neeting or exceeding
t hose requirenents.
W al so strongly support the energy

diversity and security goals of the Energy Policy Act.

El ectric vehicles are a critical element in neeting
these inportant goals, as well as in addressing

national environnental and econom c goal s.

Let ne enphasize that for Californians
these goal s are not just nunbers on a page, w thout
meani ng or relevance to the average citizen. These

goals, and the alternative fuel vehicles that will

achi eve them provide real benefits to all citizens,

146



10

11

12

13

14

15

16

17

18

19

20

21

22

147

quantifiable benefits, direct econom c benefits that
will keep dollars in the pockets of all citizens,

rather than forcing themto spend nore for unexpl ai ned

oil price hikes, and nore on health insurance costs
and direct health costs for pollution-related

illnesses, and nore for consuner goods and services

fromadditional costs to enployers and busi nesses.
Al Californians pay these costs today.
And these costs are not only real, they are huge.

Several years ago, a study by the California State

University Fullerton, found that the health-rel ated
costs alone, in just the Los Angeles Air Basin, of not
meeting federal air quality standards was nore than

$10 billion each year. These costs are staggering.

They are the unseen, hidden costs of pollution and
over - dependence on oil. They are the hidden subsidy

of petroleum which all Americans pay every day.

Let's look at these costs in another way
and let's bring the nunbers down to a level that we
can all understand. | have attached a chart to ny

testinony, which is the conclusion of sone really

state-of -the-art analysis that was done by the Union



10

11

12

13

14

15

16

17

18

19

20

21

22

148

of Concerned Scientists. This is the horizontal
chart. They exam ned the cost of cleaning up

pol | uti on caused by one gasoline vehicle during its

lifetime and conpared that to the cost of cleaning the
pol | uti on caused by one el ectric vehicle, including

the costs of power plant enissions. The cost of

pol l ution reduction were taken fromreal-world costs
whi ch stationary sources pay to install pollution
control equi pnent.

As you can see, it costs nore than $17, 000

to clean up the pollution caused by one gasoline
vehicle. And even when powerpl ant em ssions for
electric vehicles are included, it only costs $250 to

clean up the pollution froman electric vehicle during

its lifetime. So for every electric vehicle which
di spl aces a conventional car in the Los Angeles Ar

Basin, you can see the conclusion by the Union of

Concerned Scientists, that we save al nost $17,000 in
pol l ution control costs.
And truly this is an avoi ded cost provided

by el ectric vehicles, because neeting healthy air

standards is a zero-sumgane. California is counting
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on, California is relying on, |arge nunbers of
electric vehicles to help neet federal and state air

quality standards. |If the State does not get the

pol l ution reductions fromthe nunber of electric
vehicles that we are counting on, the burden to make

up the difference will fall on soneone el se. Mbst

likely it will fall on stationary sources, which means
California industries and busi nesses, which are
already hard hit by environnental regul ations.

So it is easy to see why the introduction

of electric vehicles in fleets and by other users
benefits all industries and busi nesses, as well as al
citizens. The pollution reductions achi eved by

electric vehicles will help to ensure that additiona

pol lution control requirenents are not placed on
exi sting busi nesses, or on new conpanies that want to

| ocat e here.

Once busi nesses and i ndi vi dual s under st and
that every electric vehicle which displaces a gasoline
vehicle in the Los Angeles Air Basin saves $17,000 in

pol l ution reduction costs, they view the issue

differently. Think about it. Wat is it worth to you
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to avoi d spending $17,000? And these nunbers add up
very quickly: 1,000 electric vehicles saves al nost

$17 mllion in pollution control costs; 100,000

el ectric vehicles saves $1.7 billion.
The Uni on of Concerned Scientists also did

a conplete fuel cycle analysis of electric and

gasoline vehicles. This included powerplant em ssions
for electric vehicles, and so-called upstream
em ssions for gasoline vehicles, such as gasoline

production, refining, transport and marketing. They

concl uded that electric vehicles were 99 percent
cl eaner than the average gasoline vehicle on the road
today. And if it is ever possible for gasoline

vehicles to neet California's strict Utra-Low

Em ssion Vehicle standard, electric vehicles wll
still be 97 percent cleaner.

The USC study also found that electric

vehicles in California reduce greenhouse gas em ssions
by nore than 70 percent when conpared to a gasoline
vehicle. And of course oil consunption of electric

vehicles is zero, while a conventional vehicle wll

consure al nost 7,000 gal |l ons of gasoline over its
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lifetinme.
So how do we capture these econom c and

environnental benefits of electric vehicles and ot her

alternative fueled vehicles for our citizens?
DCE is on the right track with this

hearing, because fleet use is alnost an ideal way to

i ntroduce cl ean, new vehicle technol ogi es and fuel s.
Most fl eet users have known routes, with limted
range. The vehicles return by the end of the day to

a central |ocation where they can be recharged and

serviced, if needed. Infrastructure costs are
mnimzed. Plus fleet operators are specially trained
in the use of their vehicles.

Additionally, the Energy Policy Act,

through the requirenents on the federal fleet, state
fleets, and alternative fuel provider fleets, is also

hel ping to create the critical, early nmarket for new

vehi cl e technol ogi es. These early, strategic markets,
will help to create an environnent that will allow for
i ncreasi ng vol umes, and therefore declining prices to

enable the creation, over time, of a sustainable

mar ket for electric vehicles.
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During these early years, nany consuners,
whet her fleet or individual buyers, will be reluctant

to purchase electric vehicles, due to their initial

hi gh purchase price and due to the | ack of actual on-
road experience with the vehicles. Covernnent can

hel p el ectric vehicles overcone these narket-entry

barriers through the provision of incentives that
encourage the purchase and use of these vehicles.
Al t hough the Energy Policy Act provides a

base | evel of incentives, the Federal Covernnent needs

to do nore. |Incentives should reflect the long-term
benefits which these vehicles provide. Incentives can
be financial or non-financial, such as the provision

of preferential parking for electric vehicle owners,

or access to hi gh-occupancy vehicl e | anes.
Senat or Barbara Boxer has introduced

| egislation to provide additional tax incentives,

beyond those included in the Energy Policy Act, to
hel p assure that electric vehicles get a junp start
and becone a viable transportation option.

I n conclusion, we urge the Departnent of

Energy to pronote incentives for the use of
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alternative fuel vehicles by fleets and by i ndividual s
in a broad context, which goes beyond purchase

i ncentives and includes consideration of: recharging

and refueling infrastructure needs; technol ogy
denonstration and commerci ali zation activities; the

purchase of vehicles by federal fleets; opportunities

to pool purchases by public or private fleets or
i ndi vi dual s; public education and information;
i nnovating financing or |easing arrangenents;

t echnol ogy research and devel opnent; standardi zed

training for state and local officials for building
code activities and energency response; and technical
assi stance, or | should say additional technica

assistance, to state and | ocal governnents that want

to establish alternative fuel prograns.
The EPACT goals are clear. The

opportuni ti es understood. The benefits known. In

partnershi p, we can achieve them W offer our active
support and assi stance. Thank you.
MR RODCGERS: Thank you very much. Using

t he nunbers that you provided in the UCS study and

about 17,000 per vehicle | think, would it be fair to
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then say )) | don't want to put words in your nmouth ))

but that an incentive to help pronote the use of

alternative fuel vehicles could be about 17,000 or

sone fraction thereof, and what we'd really be doing
then is just transferring our current costs of

pol lution reduction into a different way through the

use of the electric vehicle.
MR RODGERS: | believe that that is the
concl usion of the UCS study. Now, it may not be

necessary to provide, you know, that |evel of

incentive. But | think what the Union of Concerned
Scientists study was showing is that that's the
t hreshol d of cost effectiveness and, again, those

costs are being borne today. W actually pay those

costs today.
Paul , do you have any questions?

MR MARDLE: Yes, | have a coupl e of

questions. First, this Cal State Fullerton study on
the $10 billion per year, is that study avail abl e?
MR MODI SETTE: Sure. | can provide you

with a copy.

MR MARDLE: Thank you, that's great.
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There's a couple of nmore things | want to ask you.
About the )) and if you don't know, naybe you can get

clarification later. But you tal ked about the $17, 000

in pollution reduction costs, is that just health
benefits or are there other things or is it like a

control cost?

MR MXDISETTE: It's primarily health
benefits. The full study is attached to ny testinony.
MR MARDLE: Ckay. I'msorry. | didn't

realize that.

MR MDD SETTE: And there is a breakdown.
There's both an expl anation of the nethodol ogy and
then a breakdown of how they arrived at that figure in

the full study.

MR MARDLE: Ckay. Thank you. Let ne
see if | had sonething else | wanted to ask you. Oh,

on the greenhouse gas enission reduction, | assume

that's based on California's fuel mx for its
generating pl ants.
MR MDD SETTE: Yes. |It's based on

California' s mx of power generation, which as you

know, is extrenely clean
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MR MARDLE: Ckay. Thank you.
MR RODCGERS: dara?
MB. CHUN.  No.

MR RODCGERS: Thank you very much for
com ng.

MR MODI SETTE: Thank you.

MR RODCGERS: Qur next speaker is G ndy
Hasenj ager .
M5. HASENJAGER  Good afternoon. M/ nane

is Gndy Hasenjager. |'mthe Executive Director of

the California Renewabl e Fuels Council, a trade
organi zation representing California' s ethanol
producers and nar ket ers.

Regardi ng the issues of alternative fuels,

t he menbershi p of CRFC cooperates w th ot her
organi zati ons across the country such as the National

Et hanol Vehicle Coalition, Governor's Ethanol

Coalition and the National Corn G owers Association.
Representatives fromthese other
organi zations will be addressing your public hearing

which will be held later in Washington, D C

As producers of ethanol, a liquid
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renewabl e alternative fuel, which is currently used in
both light-duty as well as heavy-duty vehicles, the

menbers of the council whol eheartedly support the

efforts of the Department of Energy through the
efforts EPACT to expand the use of alternative fuels.

The goal of EPACT to place )) to replace

10 percent of transportation )) petroleum
transportation fuel usage with non-petrol eum based
alternative fuels by the year 2000 and 30 percent by

the year 2010 is no doubt optimstic but will result

in significant energy security, econom c and environ-
ment al benefits.
Efforts to shift our nation's grow ng

dependence away frominported oil will |eave our

econony |l ess vulnerable to the political instability
of the Mddle East. Events during the past weeks

again remnd us of the price we pay for our dependence

on oil fromthis region
Decreasing our energy inports could al so
have the single greatest effect toward di m nishing our

current inbal ance of trade.

Gasol i ne vapors and vehi cl e eni ssi ons
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constitute nost of the harnful air pollutants to which
humans are exposed. Al though the environmental i npact

of increasing the use of alternative fuels is not the

mai n obj ecti ve of EPACT, decreasing exposure to
ai rborne toxics, ozone and carbon nonoxide wl |

provi de significant soci oeconom ¢ benefits.

The nenbers of the California Renewabl e
Fuel s Council strongly support the objectives of
EPACT. However, nmandates do not seem appropriate for

the segnment of the rule which is being debated today,

which is acquisition of vehicles by certain private
fleets and | ocal governnent fleets. Instead, we would
suggest that the use of a menu of incentives would

seemto be nore appropriate for these fleets.

The successes of the DCE Clean Gties
program provi des evidence that cities across the

country are willing to devel op individualized prograns

with guidance from DCE to i nprove the environment for
their citizens. Continuing guidance fromDCE in
addition to incentives such as excise tax parity for

all alternative fuels, tax credits covering

i ncrenmental purchase cost of the alternative fue
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vehi cl es woul d seem nore appropriate than a tinetable
of mandat es.

Earlier sections of EPACT regarding

mandat ed alternative fuel vehicle acquisition by
federal and state fleets have begun to break the

ground and we see increased availability and use of

alternative fuel vehicles. Local governnents and
responsi bl e and forward-thinking private conpani es can
now adopt creative innovative and individualized

programs to increase the use of these vehicles within

their own fleets.
W heard froma representative of NAFA
today and sone very enlighteni ng and exanpl es of what

forward-thinking and creative ideas and conm tted

individuals can do in this area.
Again, the California Renewabl e Fuel s

Counci | supports the advances in the nunbers of

al ternative fuel vehicles which have been nade through
the inplenentation of EPACT. Regarding certain
private fleets and | ocal governments, however, the

availability of incentives seens nore appropriate than

the use of a mandate program
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Thank you for this opportunity to share
the views of the menbers of the council.

MR RODCGERS: Thank you very much.

M5. CHUN. 4 ndy, you had nentioned that
you felt that the earlier rule for state and fuel

providers did succeed in getting nore vehicles on the

road. You don't think that that would translate in
ternms of private and nunicipal fleet vehicles?
M5. HASENJAGER | think it's just a

matter of being nore appropriate. State and federal

fleets may have the ability to absorb those mandates
better, and your experience with DCE, you' re probably
very aware of how i nnovative and creative local cities

can be, and they, since they're a smaller target

audi ence, nore individualized progranms may work better
at that level. And the incentives and the gui dance

and the help to get themto that point, we just feel

is )) will be as effective and nore appropriate.
MR RODCGERS: Actually on that subject, |
do have a question. 1've really heard a lot this

nmor ni ng about incentives, and | do, though )) |I'mnot

an expert in this, but it's harder for us to give tax
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breaks to other governments, |ike state and | ocal
governnents, and so | would be very willing and

interested to hear if you have anything you could

submt for the record or if anyone el se has ways to
i ncentivize a vehicle use or fuel use by |ocal

gover nment s.

M5. HASENJAGER |I'Il be nore detailed in
my witten conments.
MR RODCGERS: Thank you very much.

M5. HASENJAGER But, again, it's a matter

of cooperation that will )) | think where we see the
nmost gains, it's this )) it is where cooperation has
been the hi ghest, and the cooperation between state

and federal and state and local will give us the best

gai ns.
MR RODCGERS: Thank you very much.

Qur next speaker is Leroy Watson, and for

the benefit of those of you who have stayed with us
for so long, we have two nore schedul ed speakers after
M. Watson, and currently | have no unschedul ed

speakers after that. But if you ))

M5, CHUN.  Two.
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MR RODCGERS: I'msorry. | see. And then
I have two unschedul ed speakers after that. So, we

shoul d be wapping up here within the hour.

Thank you, Leroy.
MR WATSON:  Thank you. M nane is Leroy

Wat son, and | direct the regul atory nmanagement program

for the National Biodiesel Board or NBB
NBB is a farner-directed and farner-funded
trade associ ation dedi cated to establishing viable

commercial markets for biodiesel in the United States.

Full-time farners volunteer their time and expertise
to guide the NBB' s investnments in biodiesel research
and mar ket devel opnent.

| appreciate this opportunity to appear at

this hearing today to discuss biodiesel, an exciting
renewabl e alternative fuel derived fromagricultural

f eedst ocks. Increased use of safe and efficient

bi odi esel and EPACT prograns can i nprove our
envi ronnent, enhance energy security, foster econonmc
devel opnent and provide new nmarkets for our nation's

agricul tural products.

NBB strongly believes that a regul atory
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systemfor alternative fuels and alternative fuel ed
vehicles that relies on innovative voluntary and

i ncentive-based prograns will be the best interest of

the commerci alization of the biodiesel industry in our
country. NBB al so believes that the voluntary and

i ncentive-based regul atory prograns nmust have as a

goal providing nore flexibility and greater freedom of
choice to the regul ated fleets, federal, state, |oca
and private, that are required to conply with the

mandat ory provi sions of EPACT in order for the

bi odi esel industry to continue our devel opnent.
Now, for the benefit of those who nay not
be famliar with biodiesel, what is it?

VWl l, biodiesel is a generic termfor

cl eaner burning alternative fuels for diesel engines
that are derived fromrenewabl e agricultura

f eedst ocks such as soybean or other vegetable oils.

Whi ch neans that, yes, David, olive oil is an
alternative fuel
Bi odi esel can al so be processed from

recycl ed cooking oils and greases. Wiile the

bi odi esel industry is relatively newin the U S.,
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bi odi esel has been used in Europe on a comerci al
basis for several years.

Now, even though biodiesel is relatively

newin the United States, the DCOE has been painfully
sl ow to recogni ze the energence of this new

alternative fuels industry and to collect data on its

progress. Wile the Energy Information
Adm nistration, the data collection arm of DCE,
col l ects production and consunption infornmati on on

other alternative fuels in our country, there is no

conparabl e data collection or publication effort on
the part of the EIA for biodiesel industry fuels.
This lack of data, frankly, is an inpedinent to the

conmerci alization of biodiesel. Including routine ElA

col l ection and publication for data on the bi odiesel
industry in the United States woul d be a cost-

effective neans to increase the visibility for the

bi odi esel industry.
Now, biodiesel is registered with the EPA
as a fuel and a fuel additive. [It's also recognized

by DCE as an alternative fuel inits pure or neat form

under the EPACT program and it's al so recogni zed
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under the Gean Gties program A proposed set of
conmer ci al specifications for biodiesel has been

devel oped by NBB and the American Society of Testing

and Materials to assure consuners and engi ne
manuf acturers that donestically-produced biodi ese

will be a consistent and a quality product.

Now, bi odi esel can be bl ended wi th di esel
fuel in any conbination with only mnor nodifications
to the engine or the fuel systemand with simlar

engi ne performance. |Its cetane rating, which is

simlar to the gasoline octane rating, is generally
hi gher than conventional diesel. It can be
distributed and stored using existing diesel

i nfrastructures.

The nost popul ar bl end of biodi esel tested
so far is a 20 percent blend of biodiesel with diesel

fuel known as B20. B20 provides many of the sane

envi ronnental and operational benefits of pure
bi odi esel at a fraction of the cost. Mre than 10
mllion mles of in-service denonstration projects

i nvol ving urban bus transit systens have been

conducted to test biodiesel's reliability and
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performance as a fuel technol ogy under actual working
condi ti ons.

Recently, the National Biodiesel Board,

t he Anerican Soybean Association and nore than 20
other state, regional and national associations and

corporations that support the commercialization of

bi odiesel in the United States submtted a petition to
DCE requesting that DCE designate B20 as an EPACT
alternative fuel. Designating B20 as an alternative

fuel will strengthen U S. energy security by reducing

i nported petrol eumthrough the creation of new narkets
for biodi esel and bi odi esel conpati bl e vehi cl es.
I ncl udi ng B20 as an EPACT alternative fuel

is an i medi ate proactive decision that can be taken

by DOE to junp start the creation of an alternative
fuels market for the nmedi umduty and heavy-duty

segnents of our transportation sector. However

including B20 as an alternative fuel will not do the
foll owi ng things:
It will not directly inpact the budgets or

spendi ng of any | evel of government.

It will not create any new tax break or
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subsi dy for biodiesel or B20.
O, it will not result in any additiona

mandat es or additional requirenents to use B20 by any

regul ated fleet that nust conply with the provisions
of EPACT.

I ncl udi ng B20 as an EPACT alternative fuel

will sinply offer nore choice and greater flexibility
to fleet operators who nust conply with the
requi renents of DOE s EPACT program including the

muni ci pal and the private fleet operators that are the

subj ect of today's hearing.
Now, you may already be famliar )) in
fact, the previous speaker nade you very famliar with

anot her popul ar cl ean-burning alternative fuel derived

fromagricultural feedstocks; nanely, ethanol
Cccasionally questions arise as to whether bi odiesel

poses an uni ntended conpetitive threat to ethanol that

wi || weaken both the ethanol and the bi odi esel
i ndustri es.
The sinple answer to the question is no.

Bi odi esel and ethanol are not directly conpetitive

fuels. Ethanol is chemically an alcohol. Al cohols
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are conpati ble with gasoline-type, spark ignition
engi nes. Al cohols do not performwell in diesel-type

conpression ignition engines. Biodiesel, on the other

hand, is chemcally a methyl ester. Esters mnake
superior fuels for diesel-type conpression ignition

engi nes but are basically inconpatible with gasoline

and gasol i ne engi nes.
Therefore, rather than being conpetitive
fuel s, biodiesel and ethanol are conplinmentary fuels

for separate and distinct engine technologies. In

fact, with the comrercialization of biodiesel
Anerica's farmers can now of fer our nation a conplete
set of renewable clean-burning alternative fuels that

are conpatible with both of the dom nant engine

technol ogi es in use today, gasoline and diesel.
Now, sonme of the nost exciting attributes

of biodiesel are the cost-effective environnent al

benefits that it can provide. B20 offers significant
reductions in EPA regul ated emi ssions. Biodiesel is
essentially free of sulfur and harnful aromatics, both

of which are criteria for diesel fuels certified by

the California Air Resources Board.
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As an exanpl e of the environnental
benefits of fuels Ilike B20, we did a conparison of

aggregating sone of the netropolitan transit bus

fleets here in Northern California, estimating about
2860 buses, operated on B20 and augnented, if

necessary, with some exhaust treatnent catalysts.

In this study, Northern California could
enjoy the followi ng estinmated annual reductions in EPA
regul ated emi ssions over the baseline em ssions of

t hose engi nes operating on diesel fuel:

124 tons of total hydrocarbons; 3,653 tons
of carbon nonoxi de; 104 tons of particulate matter
and 417 tons nitrogen oxides.

Now, the application of biodiesel

technology is not limted to over-the-road
transportation systens. Sinmlar exanple can also be

drawn for | oconotives.

In nmy witten testinony, | have outlined
a fleet of 105 | ocally-operated diesel-powered
| oconotives, again operated in the Northern California

area, and by using a B20 blend, it can produce the

foll owing estimated annual reductions in em ssions:
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91 tons for hydrocarbons; 2600 tons for
car bon nonoxide; 76 tons for particulate matter, and

nmore than 300 tons for nitrogen oxides.

Unfortunately, currently DCE vehicle
acquisition prograns linmt or restrict the application

of alternative fuel technologies in applications |ike

urban buses or |oconotives as a nmeans of conpliance
with EPACT prograns. This is true, even though these
mar kets offer substantial opportunities to displace

large quantities of petrol eumfuels because the per-

vehi cl e fuel consunption of buses and | oconotives is
many mul tiples the consunption of individual |ight-
duty vehicles. |If DOE were to focus its attention on

voluntary and i ncentive-based prograns to incorporate

t hese maj or fuel consunption segnents of the
transportation sector into the EPACT prograns, the

results could be substantial and i nmedi at e.

Now, the environnmental benefits of
bi odiesel are not [imted to the em ssions. The
physi cal characteristics of biodiesel denonstrate

substantial environnental and safety-rel ated

advant ages over diesel fuel. Pure biodiesel is non-
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toxi ¢ and bi odegradabl e, maki ng bi odi esel an idea
choice for use around comrerci al and recreationa

wat erways where accidental or incidental rel ease of

fuel are major concerns. Even B20 bl ends w |
bi odegrade nore than twice as fast as pure diesel in

an aquatic environnent.

The aquati c advant ages of biodi esel are
well known here in Northern California. |In July 1992,
the "Sunrider Expedition," a Zodiac Hurricane powered

by di esel engines, departed San Franci sco and becane

the first vessel in nmobdern history to circumavi gate
the gl obe powered entirely by an alternative fuel,
bi odiesel. In San Francisco, the Pier 39 Sea Lion

harbor patrol craft has been operating on neat

bi odi esel for nore than two years. |In April of this
year, nearly 200 boating enthusiasts forned the Bay

Area Chapter of the Marine Biodi esel League, a

voluntary associ ation of recreational and conmerci al
boat owners committed to the commercial devel opnent of
bi odi esel as an alternative fuel for narine

applications. These voluntary activities in the Bay

Area have hel ped spur simlar biodiesel devel opment
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activities in other environmental |l y-consci ous nari ne
mar kets such as the Florida Keys and the Chesapeake

Bay.

Now, one programthat DOE should strongly
consider is the inplenentation of a voluntary

alternative fuels coordination programfor marine

markets simlar to the voluntary prograns to
coordinate alternative fuels and alternative fuel ed
vehicles in major cities. A Cean Marinas or a dean

Har bors program coul d hel p create the sane coordi nat ed

i nfrastructure devel opnent prograns and coalitions of
st akehol ders that are currently successful for the
ground transportation systemin najor urban cities.

Bi odi esel al so hel ps increase farmincone

and national energy security. Manufacture of
bi odi esel is a proven technol ogy. For exanpl e,

bi odi esel production capacity can be added to an

exi sting soybean crushing facility for a noderate
capital investnent. Biodiesel has a substantia
positive energy balance. It delivers 3.24 Btus of

fuel energy for every Btu of energy needed to produce

the fuel, and that includes the allocated portion of
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the energy used to rai se the soybeans for the
veget abl e oi | feedstock.

In lowa, a recent joint venture between Ag

Environmental Products, a najor biodiesel producer in
the Mdwest, and Ag Processing, Inc., the |argest

cooper ati vel y- owned soybean processor in the world,

has resulted in the placenent of a biodiesel facility
in lowa that will be close to the industrial markets
of the Mdwest, and nore inportantly, close to the

farmers that grow soybeans used as a feedstock for

bi odi esel .
Slated to be conpleted i n Novenber 1996,
this AEP/AGP 6 mllion gallon plant, pilot production

bi odi esel program wi |l consune enough locally

produced | owa soybeans to purchase the entire soybean
outfit for )) output fromnore than 200 average-si zed

lowa famly farnmers. Future expansion plans for this

facility could nean that up to 1,000 lowa fanily
farmers will have secure markets for their efficiently
pr oduced soybeans in years to cone.

In a show of support for the energing,

| ocal | y- produced bi odi esel industry in their state,
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the lowa state government fleets have adopted a policy
of operating on 10 percent bl ends of bi odiesel

whenever feasible. Econom c research conducted at

lowa State University indicates that the State of |owa
can actually recoup its investnent in the biodiesel

consuned in its state vehicles fromthe additiona

taxes and econom c activity generated by the
establishment of a biodiesel production industry
within the borders of their state.

Bi odi esel al so creates opportunities to

recycl e waste cooking oils and greases that otherw se
must be di sposed as solid wastes or in wastewater
treatnent plants. An innovative waste cooking oil ))

excuse ne. An innovative waste cooking oil recycling

programin Florida involving the Florida Restaurant
Associ ation, the D sney Corporation, NOPEC Corporation

and several area public high schools is denonstrating

how recycling, the environnent, biodiesel and a better
educated work force for the 21st Century all fit
together in a single holistic, community-based

approach to solving our nation's environmental and

energy security chall enges.
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In Florida, the Disney Corporation is
donati ng approxi mately 300, 000 gal |l ons of used cooki ng

oil each nonth that is generated fromtheir theme park

operations to NOPEC, a nmjor biodiesel producer in the
United States. NOPEC has processing facilities nearby

in Lakel and, Florida that can process the waste

cooking oil into biodiesel. NCOPEC, in turn, donates
10 cents per gallon for each gallon of used cooking
oil that it receives to the Florida Restaurant

Associ ation's innovative "School -to-Wrk" program

The "School -to-Wrk" is a programto train high schoo
students to prepare themto enter the workforce after
graduation. The Florida Restaurant Association

devel oped this program because notivated and trai ned

enpl oyees are essential for the sustained prosperity
of the food service industry. A particular focus of

t he "School -to-Wrk" programis an increased

envi ronnent al awar eness for high school students,
particularly on the value of recycling in a nodern
busi ness.

Thus, used cooking oil, which otherwi se

woul d have to be disposed of, is recycled into
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bi odi esel which can be sold to generate econom c val ue
to pay for a school education programthat trains

young peopl e about the inportance of work and their

environnental responsibility to recycle products like
used cooki ng oil

The Disney Corporation also has an

extensi ve thenme park operations here in California.
Coviously, simlar types of recycling prograns that
return value to the community fromrecycl ed cooking

oils could be established using biodiesel as the

catalyst in this state as well.
Unfortunately, there are no provisions
under current EPACT prograns to assist states,

muni ci pal governnents or even concerned corporations

like Disney to make inforned decisions about the costs
and benefits of establishing innovative alternative

fuels prograns either fromthe perspective of economc

devel opnent or material recycling. Until DCE s EPACT
programs recogni ze that prudent, voluntary deci sions
to invest in new alternative fuels technologies |like

bi odi esel will require individualized, objective data,

alternative fuels industries, |ike biodiesel that
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of fer clear benefits to society above the benefits
articulated in the statutes, will not be successfu

wi thin the market pl ace.

I n concl usi on
In the U S., the biodiesel and bi odi esel

bl ends such as B20, are increasingly seen as

attractive alternatives to diesel in narkets that are
keenly attuned to the environnental effects, economc
i mpacts, and energy security issues inherent in our

nati onal dependence upon petroleum Exanpl es of

mar ket s where benefits of biodiesel or biodiese
bl ended fuel s nmake them conpetitive with diesel are
mari ne markets, hopefully government fleets, urban

buses and encl osed spaces such as m nes or buil dings.

The grow ng denmand for cleaner burning
alternative fuels to diesel has driven the research

and devel opnent of biodiesel. NBB has worked with

governnent agencies, universities, private industry
and concerned di esel consuners to conduct scientific
studi es on the beneficial properties of biodiesel and

t he bi odi esel bl ends such as B20. Mre than $15

mllion in soybean farmer check-off funds have gone

177



10

11

12

13

14

15

16

17

18

19

20

21

22

toward the research and devel opnent of biodi esel since
1992. Wth all of the benefits | have briefly

described, it seens clear that expanding the use of

bi odi esel and B20 in any EPACT alternative fuels
programs will give regulated fleets nore flexibility,

and nore options to neet their environmental and

transportation goals, while at the same tinme utilizing
donesti cal | y- produced, renewabl e agricultura
products.

And I'Il end ny presentation there.

MR RODCGERS: Thank you very much, Leroy.
| wanted to nake sure. There was a |ot of
information in your statenent. Did | read and hear

you to say that incentives rather than mandates is

your recomendation for the fleet mandate prograns?
MR WATSON Yes. W've talked to the

sane representative fleets and custonmers that you' ve

heard fromtoday, and they have al nost entirely told
us that they would prefer prograns that are incentive-
based as much as possible, or where they could see the

)) where they're going to see benefits, such as in

econom ¢ devel opnent or materials recycling which
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defer costs for disposal, such as what's going on in
Fl ori da.

So, we believe that we want happy

customners in devel oping a biodi esel industry, so if
our custoners are saying that they believe that the

best prograns are going to be incentive-based, then we

bel i eve we can support that and work with our

customers to provide biodiesel on an incentive-based

syst em

MR RODCGERS: Thank you.

Do you have any questions?

MR MARDLE: Yes. | have a couple, or
actually three. 1'Il try to go quickly.

The first one involved the bus study ))

MR WATSON:  Yeah.
MR MARDLE: )) on the reductions, and,

nunber one, if it's possible, we'd love to get data on

that study, to the extent that's possible.
And secondly, | noticed the reductions are
in aggregate tons. Do you have any information on,

i ke, percentage reductions on these pollutants? Like

it has hydrocarbons reduced 124 tons, ))
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MR WATSON:  Yeah. Yeah
MR MARDLE: ) and | don't know the

rel ati ve scal e.

MR WATSON: Earlier this year, the
bi odi esel industry worked with NESCAUM which is the

association of air quality officials in the

Northeastern United States, and working to devel op a
protocol to certify biodiesel buses that operate in
that area for em ssions credit trading. And nost of

the material that |'ve included here is extrapol ated

fromthe data that is presented fromthat approved
protocol. That protocol was approved in May, so that
t hese represent figures that have been noted by the

NESCAUM group for their Emi ssions Credit Trading

pr ogr am
So, we can provide you a copy of that

protocol and a lot of the ))

MR MARDLE  Ckay.
MR WATSON ) | think the basic
questions you' re having about that ))

MR MARDLE: That's ))

MR WATSON )) woul d be answered.
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MR MARDLE: That's wonderful.
Also, in ternms of primary sources of

bi odiesel in this country, what are we )) are we

tal king mainly soybeans? In terns of if you are going
to go to a larger scal e biodiesel program would

soybeans be a big chunk of the primary source or other

sources as wel | ?
MR WATSON: Well, today, the |argest
avai |l abl e sources of feedstock for biodi esel would be

virgin soybean oil. There is usually in the United

States a surplus of soybean oil. Mst soybeans are
grown for the value of their feed product in the neal
whi ch means finding a honme for extra soybean oil is

often difficult.

However, as | said before, alnost any
veget abl e oil can be used as a feedstock, which neans

that for the consistency of production in biodiesel,

bi odi esel producers can rely on various vegetable oils
dependi ng upon what narket conditions are. So, that
as the state of U S. agriculture nmay change, we may

produce nore corn oil, nore olive oil, nore rape or

canola oil type of thing, those products are also able
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to be used for biodiesel. But today, the major virgin
f eedst ock woul d be soybean oil.

Now, outside of the virgin feedstocks, the

recycl ed products woul d probably be about )) well, it
woul d be evenly divided between used cooking oils,

whi ch again are primarily com ng from soybean- based

products, as well as the possibility of using waste
animal fats frommeat processing facilities can al so
be processed into biodiesel as well.

MR MARDLE: The last thing | want to ask

you is about the "Sunrider Expedition." Was that boat
powered by B100 or sone other blend, maybe a |l ower ))
MR WATSON: The boat was powered entirely

by bi odi esel .

MR MARDLE: Ckay. How d you get that
when you went around the world? That's ))

MR WATSON: It was a logistical challenge

)
MR MARDLE: Yes.

MR WATSON )) that had to be worked out

before the boat took off about where the boat woul d

show up. In various ports of call around the world,
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t here were nunerous presentations rmade about bi odi esel

b))
MR MARDLE: Onh, | see.

MR WATSON )) and about the U S
i ndustry, and so we had a pretty good time schedul e

about where the ship would be, and arrangenents were

made to ship biodiesel around the world to nake sure
that the ship could continue its trip on tine.
MR MARDLE: Well, the next time you do

that, I want to cover that, each stop.

MR RODCGERS: Thank you very much, Leroy.
Qur next speaker is Mke O Donnell.
MR O DONNELL: Good afternoon. M nane

is Mke ODonnell. |I'mmanager of Legislative and

Regul atory |ssues for the ARCO Products Conpany. |'m
here today representing the Wstern States Petrol eum

Association. This is an organization that represents

expiration, production, refining, transportation, and
mar keting of petrol eum products throughout the Wstern
United States. WSPA appreciates this opportunity to

express our views on the Departnent of Energy's

advanced notice of proposed rul emaking on alternative

183



10

11

12

13

14

15

16

17

18

19

20

21

22

fuel vehicle acquisition requirenents for private and
| ocal governnent fleets.

At the outset, |I'd like to nake it clear

t hat WBPA has not hi ng agai nst the use of alternative
fuels in notor vehicles provided these vehicl es neet

equi val ent em ssion standards. Many of our nenber

conpani es produce and market natural gas and propane,
as well as supplying oxygenates for use in notor
fuels. Throughout the California Energy Commi ssion's

MB5 program nany of our nenbers installed and

continue to operate refueling facilities at their
retail outlets throughout California. 1In short, WSPA
menbers are in the business of supplying notor fuels

to the public and will continue providing the fuels

that notorists want.
WEPA bel i eves that nmarket forces should

det er m ne when and whi ch fuels, either conventional or

alternative fuels, are available in the market. W
are opposed to nmandates that force particular fuels
into the markets, and are al so opposed to subsidies

and i ncentives which distort vehicle choice. In

addi tion, WSPA does not believe that the Energy Policy
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Acts replacenment fuel goals are necessary or
desirable. Consequently, DCE should not require

private fleets or |ocal governnents to acquire

alternative fuel vehicles.
Let ne explain why WSPA believes that

repl acenent fuel goals and fleet nandates are neither

necessary nor desirable.
First of all, if reducing oil inports is
DCE' s objective, it woul d nake nore sense for the

Adm ni stration and the Congress to support access to

public lands that are currently off limts for
expl oration and devel opnent, and ease the excessive
paynent burden, including | ease bonuses, royalties and

severance taxes. |In addition, the use of alternative

fuels will have mnimal inpact in the short term and
will be inported if used in the long termin any sub-

stantial extent. Wile it is true that the U S. oi

inmports are projected to increase, it is inportant to
consider that oil markets have changed dramatically
since the '70s for a nunber of reasons.

One, the diversity of oil inports has

inmproved. It is inportant to ook at the source of
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oil inmports, not just the total level of inports.
There are now over 50 countries that supply oil to the

U S. Based on 1995 Energy Information Adm nistration

data, the percentage of total U S. petrol eum usage
that comes fromthe Persian Qulf regionis low )) less

than nine percent. The Persian Qulf countries know

that they nust conpete with producers in Mxico,
Canada, Latin Anerica, Asia, the North Sea and
el sewhere. Today, it would be very difficult for one

country or a snall group of countries to sustain

artificially )) an artificially high price for oil
Two, key foreign producers are less likely
to take steps to harmthe U S. narkets since severa

now have equity interests in refining and narketing

facilities in nost of the US
Three, the devel opnent of the spot narket

and sophi sticated crude oil futures market have

energed to spread the risks. These markets help to
stabilize oil prices in the event of a real or
per cei ved petrol eum shortfall

Four, the U S. has about 576 mllion

barrels fromthe Strategi c Petrol eum Reserve which can
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be readily accessed if necessary. Just the existence
of this reserve calns markets. It is inportant that

the U S. maintain as nmuch oil as possible in the

reserve. |In addition, the U S participates in an
international oil sharing agreement that can be

activated during tinmes of emnergency.

Fi ve, known oil reserves are |arge, and
wi th inproving technol ogy, including 3-D seismc
i magi ng and enhanced oil recovery, reserves are likely

to continue to grow. Today, the U S. Ceol ogica

Survey estinmates that the world' s proved oil reserves
are nearly one trillion barrels. At the current rate
of consumption, that's oil for the next 45 years.

The second reason we oppose fleet mandates

is that they are an undesirable interference in the
mar ket pl ace. Neither state and | ocal governnents,

private busi nesses nor taxpayers should be required to

i ncur the substantial cost associated with the use of
alternative fuel vehicles and the refueling
infrastructure. Businesses should not be required to

divert investrment dollars for productivity and job

creation into nore costly vehicles that may or may not
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meet the needs of their operations. Utimtely,
t axpayers and consuners will bear the burden of the

mar ket pl ace intrusion. Some fleets are currently

using alternative fuel vehicles where it makes
econom ¢ and busi ness sense. This is appropriate and

a preferabl e approach.

Thirdly, although the prinmary objective of
the Energy Policy Act is to displace petroleum there
is a perception that the use of alternative fuels in

nmot or vehicles would inprove air quality. W do not

believe that alternative fuels would nake the air
cl eaner for several reasons.
One, technical data shows that there is

only a small difference in em ssion perfornance

bet ween | ow em ssi on vehicl es powered by gasoline and
many alternative fuel vehicles. The difference in

em ssi ons between vehicles using different fuels is

much | ess than the difference in em ssions between
current vehicles and | owem ssi on vehicles, LEVs.
Thus, |ow cost gasoline LEVs are the route to cl eaner

air, not high-cost, lowfuel )) alternative fuel |ow

em ssion vehicles that discourage fleet turnover.
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Two, all vehicles, whatever their fuel,
have to neet current and prospective vehicle eni ssion

standards. Since there is no incentive to exceed the

standards, and custoners are unlikely to pay nore for
such vehi cl es, manufacturers will presunmably build

vehicles that nerely neet the standards. The

practical effect is that in the long term alternative
fuel vehicles won't have significantly better em ssion
performance than conventional vehicles built to the

sane em ssi on st andards.

Next, | would like to briefly comrent on
the Departnent's Technical Report 14 entitled "Market
Potential and Inpacts of Alternative Fuel Use in

Li ght-Duty Vehicles: A 2000/2010 Anal ysis."

The Anerican Petroleumlinstitute is
preparing a detailed analysis of this report, but I

would like to nention two major infrastructure-rel ated

concerns that we have with the report.
W understand that DCOE is now preparing
the second part of the study which includes estinmating

the transition costs. W urge the Departnent to take

a conprehensive, detailed and realistic view at the
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maj or costs and efforts that would be required to get
fromwhere we are today to the world outlined in the

technical report. It is highly unlikely that there

are sufficient additional engineering and construction
capabilities in the world to conplete a project of

that nmagnitude in that period of tine.

Qur second concern is that the study
concl udes that substantial volurmes of the follow ng
nmot or fuels would be avail able and sold in the year

2010: LPG E85, CNG MB5, electricity and, of

course, conventional and reformnul ated gasoli nes.
Since each of the alternative fuels would require
separate transportation and distribution infra-

structure, this would create a very inefficient

syst em
In sunmary, WSPA does not believe that DCE

shoul d nmandate the private and | ocal governments to

begi n purchasing alternative fuel vehicles. In
addition, WSPA does not believe that replacenent fue
goal s are necessary or desirable. W urge the

Department to refrain frominplenenting a

private/local governnent fleet mandate, instead,
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report the followi ng to the Congress:
First, the replacenent fuel goals of the

Energy Policy Act of 1992 are not technically or

econom cal ly feasible.
Second, fleet nmandates are an unnecessary

and undesirable interference in the marketpl ace.

And third, the replacenent fuel goals and
the fleet nmandates shoul d be repeal ed.
| woul d be happy to answer any questions.

MR RODCGERS: Thank you.

Paul , do you have any?
MR MARDLE: Yes. | thought | wote
sonet hi ng here.

You were discussing kind of the nerits of

the petroleumdistribution )) actually, production,
refining and distribution systemwe have today in the

"90s with spot markets, et cetera, relative to what we

had in the '70s where we had the oil price shocks.
Now, we've had a recent price spike starting in the
spring and it has noderated sonmewhat, although it's

ki nd of gone back up a little with the | atest M d-East

events. Wiat's your opinion of how the new petrol eum
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suppl y/di stribution systemhas handl ed that relative
to, say, in the 1970s?

MR O DONNELL: Just froma periphera

standpoint, | think )) I think you' d have to conpare
what we're | ooking at now back to the oil shocks that

we saw in the early '70s, and our opinionis, is that

the markets that have been set up have noderat ed what
has occurred.
There were a nunber of other effects that

were taking place that caused the price run-ups,

i ntroduction of refornulated gasoline in California
was one of them some disruptions of refineries were
others, but | think in general, the ability of the

distribution and refining markets, as well as the

financial narkets that have evol ved were instrunental
in noderating the price inpacts.

MR MARDLE: Thank you

M5. CHUN:  You had stated that at current
consunption rate, there is enough oil to support the
worl d's needs for about 45 years.

Department of Energy's concerns are not

only the fear of price collision in the future, but
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the estimates that suggest that in the next 20 to 30
years, the use of petroleum the denand for petrol eum

will increase significantly. Howis the petrol eum

i ndustry | ooking to neet those denmands?
MR O DONNELL: It's a very good question

First of all, | think you have to | ook at

the nunbers of areas that the petroleumindustry is
allowed to go in and drill. The industry has been
| obbyi ng extrenely hard to get into a nunber of areas

that currently they are bl ocked from not the | east of

which is the Arctic National WIldlife Preserve. |
think until the Congress and the Adninistration
realize that if we are going to be "energy

i ndependent ," what that means, we need to be able to

get into the areas that are the highest potential of
finding large petroleumreserves and all ow those areas

to be devel oped in environnmental fashion.

MR RODCGERS: Thank you very much for your
conment s.
Qur next speaker is Anita Mangels.

M5. MANCGELS: Thank you

Before | begin ny remarks, 1'd just like
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to nention that | have submtted witten comments on
behal f of the Reason Foundation, the California

Manuf acturers Associ ation and the Californi a Chanber

of Commerce. They had intended to send
representatives here to personally deliver those and

were unable to, so they send their apol ogi es and asked

me to please subnit those. So, | was happy to do
t hat .
MR RODCGERS: Thank you.

M5. MANGELS: M nanme is Anita Mangel s.

I'"mthe executive director of Californians Agai nst
H dden Taxes. Anong others, our statew de coalition
represents the California Manufacturers, the National

Tax Limtation Commttee, Anericans for Tax Reform

the National Federation of |ndependent Busi ness,
Western States Petrol eum Associ ati on and t he

Cal i fornia Farm Bureau Federati on.

W spent the better part of the last two
years wor ki ng agai nst technol ogy-forcing mandat es and
publicly-funded subsidies for alternative fuel

vehicles here in California.

At the heart of the issue is a conflicting
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view of the role of governnent. The AFV debate really
exists on two separate levels )) the bureaucratic and

the technol ogi cal. Sone governnent agencies seemto

bel i eve that they know better than individua
citizens, local elected officials, investnent

prof essional s and the busi ness comunity which

technol ogy is best for them
Qur coalition believes that the
devel opnent and pronoti on of AFV technol ogy bel ongs in

the private sector where it will stand or fall onits

own free market nerits. Government and technol ogy are
like oil and water, they just don't mx.
But since the government seens determ ned

to disregard that basic |aw of nature, we are, in

turn, determned to keep the process honest. Before
any new t echnol ogy-forci ng mandat es are approved, the

governnent nust fully and realistically, and

enphasi ze realistically, answer the follow ng
questions: How much will it cost? Wwo will pay for
it? And what will we get for our noney?

Here in California, we know sonething

about the cost and benefits of technol ogy nandates and
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subsi di zed AFV pronotion. Qur Air Resources Board
electric vehicle mandate alone, it has been estinmated

that it will cost California taxpayers about $17

billion just to achieve a 10 percent market
penetration by the year 2010. Wat will we get for

our nmoney? According to the Air Resources Board' s own

staff, only about a one percent reduction in snog-
causi ng em ssi ons.
And we' ve seen enough horror stories to

wite a book, so I'Il limt my remarks to just a

coupl e of egregi ous exanpl es.
You mght be famliar with Cal Start, a so-
called public/private partnership forned to pronote

alternative transportation technol ogies. Last July,

For bes Magazi ne reported that Anmerigon, Inc, a
publicly-traded conpany controlled by a Cal Start

founder, received about $8 mllion in taxpayer-funded

EV devel opment grants, nost of which was funded
through the "non-profit" Cal Start operation
According to Forbes, Anerigon spent at

least $5 nillion of the Cal Start noney on designing a

battery-powered vehicle for sale to Asian custoners.
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Forbes went on to say that although Amrerigon has never
manuf actured a profitable product, its founder, the

Cal Start director, took the conpany public in 1993

once the value of his personal stock hol di ngs has
expl oded to about $41 mllion.

Now, the scoreboard here is not very

encouragi ng. Cost to taxpayers, $8 mllion. Air
quality benefits, zero. Energy independence benefits,
zero.

O, how about the hundreds of thousands of

dollars the Los Angel es MIA spent on net hanol - power ed
buses, only to learn that the nethanol destroyed the
engi nes? How do you explain to taxpayers that you

don't have the funds to keep your emnergency roons open

but can afford to squander hundreds of thousands on
buses that have to be scraped after one year? And,

again, with zero air quality benefits.

I'd just like to interject here, because
I was very interested in the methanol gentleman's
remarks. We're not saying that they're not going to

work the kinks out and that other people haven't had

these problens with them Wat we are sayi ng though
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is, before such nassive investnents are made )) like
the LA/ MIA situation, it's probably a |lot better for

t hese kinks to be worked out through limted use in

the private sector.
The technology will evolve and when it is

cost-effective, when it is proven to be nore reliabl e,

fleet managers will then have the choice to nmake those
decisions on their own. If you go in with a mandate
that forces the governnment to buy these things, you're

going to be in a world of hurting if 70 percent of

your fleet suddenly has to be pulled. So, with all due
respect to the nmethanol manufacturers and all the
other alternative fuel manufacturers as far as the

quality of their product, certainly all products have

an evol utionary period and they do progress. W just
don't think that the taxpayers necessarily ought to be

footing the bill for when these problens conme up and

on a wi de scal e.
Now, to conti nue.
Then there was the South Coast AQVD

sponsored purchase of electric parking enforcenent

vehicles for the Gty of A hanmbra. |Ignore for the
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nmonent that one of the vehicles burned to the ground
as a result of a dashboard wire short, that the

battery packs of others had to be supplenented in

order to achieve an acceptabl e range, and that the
vehicl es often did not neet mleage estinates.

The cost of this programworked out to be

over $6 mllion per ton of em ssions reduced. Now,
our State Inplenentation Plan calls for reduction of
over 2,000 tons per day and the extrapol ated cost of

this one project was over $6 nmllion per ton for

reductions that can be nmeasured in pounds per decade.
There are many other so-called air quality
measur es whose benefits may be quantified, literally,

in terms of grams per decade, if any. And if you

couple that with the stark reality that even the AFVs
that do work are extrenely nore expensive and provide

far inferior performance, is it any wonder that

t axpayers have becone increasingly skeptical of the
clainms of nmiracle energy cures? It's like the boy
that cried wolf, you know, we hear it too much, we

stop listening.

There is no reason to believe that pouring
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billions into nore public )) I'msorry )) pouring
billions nore public dollars into a federal fleet

programwi || achieve any better results. As a natter

of fact, in terns of em ssion reductions, there is an
overwhel mi ng body of evidence that AFVs are basically

t he nost expensive, |east environmentally hel pful way

to go.
The Septenber issue of Consumer Reports,
for exanple, exam nes the inpact of electric vehicles

on greenhouse gases associated with gl obal warm ng.

It's conclusion, and | quote: "Replacing all" )) "al
gasoline-burning cars with an all-electric fleet today
woul d reduce vehi cul ar carbon di oxi de eni ssi ons by

only 20 percent. But the sane inprovenent could be

readily achieved, at a |l ower cost, just by inproving
the efficiency of gas-burning cars."

A new study by Carnegi e-Mellon University

and Ceorgia Tech concludes that "an all-electric fleet
woul d | ower peak ozone in Los Angeles by just 10
percent," which is consistent with our own Air Board's

cal cul ation of one percent at a 10 percent penetration

| evel .
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If EVs are i ndeed the cl eanest of
alternative vehicle fuels, or alternative fuel

vehi cl es, sorry, we can logically expect an even | ower

reduction rate fromother AFVs. |f the goal is cost-
effective em ssions reduction, then why are we

di scounting | ess expensive prograns with denonstrated

envi ronnent al advant ages, such as the retirenment of
ol der, higher polluting vehicles which cause the
maj ority of nobile source emssions in favor of AFVs.

As Ron Stavins, an econom st at the

Kennedy School of Government at Harvard, told the New
York Tines recently, "One big | esson here is that it
doesn't pay to worry about the 'good' tail of the

pol lution distribution, when the 'bad' tail, much

dirtier vehicles fromearlier decades still on the
road, remains a factor."

Now, rather than learning fromthis

excel l ent research and fromour own costly experience,
DCE continues to actively pronote AFV prograns and
contenpl ates even nore, such as the fleet nandate

we' re di scussi ng today.

And one such boondoggle is the d ean
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Cties program which seeks to convince |oca
governnents to underwite AFV infrastructure, purchase

AFVs for their fleets and anend their buil ding codes

to accommodat e AFV rechargi ng equi prent, notably for
electric cars. W've noticed that in nonitoring the

Cean Gties programhere, there seens to be a

particular prejudice in favor of EVs, despite the fact
that of the alternative fuels available, they happen
to be the nost expensive and | east practical.

What we find nost disturbing is that

governnent enpl oyees make the rounds of our cities and
offer "free nmoney" for AFVs and infrastructure,
notably EV recharging stations. And |'ve actually

seen materials handed out at dean Gties workshops

that say the words, "there is free noney." There is
even a worksheet in the DOE s Cean Gties Quidebook

as to howto calculate the net cost of AFVs after

factoring in all the free noney avail abl e.
Now, | personally attended a Gean Cties
wor kshop at which a grant witer exhorted officials

not even to bother witing grant requests for |ess

than a mllion bucks. That's how much free noney is
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Now, we all know, just like there's no

Tooth Fairy and there's no Santa Caus, there is no

free noney. |It's taken from soneone else. It gets
| aundered in Washington, it gets laundered in

Sacranento, and then it cones back sonewhere el se, not

necessarily where the people who earn that noney would
have liked to see it go.
Now, neani ng no di srespect, and |

particularly appreciate Ms. Chun's remarks when she

asked about the costs and, gee, how are we going to
continue paying for these things. The reaction of
nmost taxpayers is this: Just how stupid do they think

we are?

They know they send | ots of noney to
Washi ngton, they know they don't get a heck of a | ot

of it back, and believe ne, they'd be much happier to

bet some of their hard-earned noney back in cash than
to have soneone to DCE offer it to a city manager to
pay for EV recharging stations that )) assuming there

were any EVs in town at all, and assum ng that they

needed rechargi ng outside their own garages )) should
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by rights be financed by the sharehol ders of the
utility conpani es who would profit fromthe sale of

the electricity.

If our local governnents spend their
al |l ocated clean air funds, whether they cone from

federal grants, DW registration fees or any other

public sources, on AFVs which will not bring theminto
attainnment with state and federal air quality
standards, they will not have the noney to support

programs that do work, such as scrappage or expanded

public transportation alternatives. Can you honestly
say that when your Cean CGties programor your fleet
programs fail, you'll let us off the hook since you

forced us to misspend our noney in the first place?

Simlarly, businesses that are conpelled
to purchase vehicles they can't afford and can't

practically used will either give up or cut overhead

and raise prices. This neans there will be fewer
peopl e out there earning sal aries which would enabl e
themto pay those higher prices. And, again, when

prescribed air quality standards are not net, they

wi Il suffer even nore oppressive and costly regu-
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manager s nmade such decisions on their own, you can bet

t heir sharehol ders woul d oust themat the earliest

opportunity. Unfortunately, since the DCE is not an
el ected agency, the voters have no such recourse.

Commandi ng t he purchase of alternative

fuel vehicles is akin to ordering doctors to prescribe
expensi ve drugs that don't work while depriving them
of time-honored cures that do. The disease will go

uncured and both the doctor and patient will devel op

a healthy mstrust of governnent. That kind of
medicine is sure to eventually kill the patient.
Just as medi cines and drugs are subjected

to performance testing to insure that they deliver

what they prom se, AFVs should be subject to the sane
standards before the government allows their

wi despread distribution to the public. Wen AFVs can

be purchased for the sanme cost, refueled a the same
cost, operated at the sane cost and can performthe
sane functions with the sane degree of safety as

conventionally fuel ed vehicles w thout benefit of

publ i c subsidies, then and only then should the
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private or public sectors take themseriously as
viable fleet options.

The federal governnent shoul d abandon this

ill-conceived fleet mandate and never | ook back. |f
you're unable to do so, at |east delay your decision

for a sufficient nunber of years to examine the

results of the many regul ations already in place and
to achieve a realistic estinmate of exactly what the
costs and benefits will be.

Thank you.

MR RODCGERS: Paul, do you have a
question?
MR MARDLE: Yeah. | just )) and

quickly. | really appreciate your testinony because

we in Washi ngton al so have to be concerned of
t axpayers' concern on how noney is spent.

| did have a couple comments regarding

sone of the stories you quoted, and | can't confirm
themor deny them | don't know anythi ng about them
)) you probably know nore about themthan | )) but |

do know there are probably a nunber of success

stories, too, that could counterbal ance t hose, and
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al so there are a nunber of studies that will say the
em ssions benefits of AFVs are nuch greater than just

one percent or two percent.

So, | think there are other studies that
wi Il kind of sonewhat contradict the small benefit and

say there's a larger benefit.

And nunber two, is on the scrappage issue,
and | think that's a very good idea, where we've seen
sone areas that use scrappage as a way of reducing

em ssions because it gets off the road sone of the

ol der vehicl es.
However, and this is just ny personal
opinion, is that in the longer term scrappage wll

offer less benefits because the differential between

the new car and the older car is going to get smaller
because the em ssion standards have been ratcheted

down so much, you won't have emi ssion standards |ike

you had in the '70s or pre-'69 when there were no
em ssi on standards.
So, | think scrappage is good now but

think in the future, that will becone less viable if

we're really serious about reducing em ssions.
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M5. MANGELS: May | respond to that, ))
MR RODCGERS: Sure.

MS. NMANCELS: )) since |'mup here rather

t han cone back to rebut?
MR RODGERS: No. Pl ease.

M5. MANGELS: Yeah, first of all, as to

the comment that there nmay be other studies which
woul d, you know, contradict the ones that |'ve quoted,
I find it interesting that when the Electric Vehicle

Transportation Commi ssion or Committee was standi ng up

here, that you didn't say to them well, gee, there
are lots of studies that say your cars are virtually,
you know, no different than the brand-new cl eaner

burning fuels and cl eaner burning engi nes. Perhaps

that was an oversight.
| nean, even the chairnman of the Ar

Resources Board has been quoted i n nagazi nes and

newspapers as saying that, hey, there virtually is
clean. You know, we're |ooking at a 90 percent, |
t hi nk were John Dunlap's words, inprovenent in the

cleanliness and the pollution reduction in internal

conbustion engi nes and conventional fuels, and that
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can only inprove.
As to the issue of scrappage, that's the

whol e point. Yeah, once you get themoff the road,

you' ve solved the problem and they'll either conme out
sooner due to voluntary prograns or perhaps sone

limted incentive noney which would cone fromtax

dollars or other public sources, whichis infinitely
nmore cost-effective than overhauling everybody in the
country's fleet. O people will just nornally retire

themthrough attrition; sooner or later, they're just

not going to run anynore and they won't be a probl em
So, indeed, if the new fuels, even
according to, as |'ve said, the Air Resources Board

here in California which is not known for being

friendly towards conventional fuels, they want to nove
away fromit, they' ve even said they' re al nost as

clean. And they've even said, and been quoted in

print, I can send you copies of the articles, that
we're | ooking at a one percent em ssion reduction from
our electric vehicle mandate whi ch was extrapol ated by

Carnegi e- Mel | on and seens to bear out that, because

they' ve said 10 percent with 100 percent market
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So, yeah, if we get the old clunkers off

the road that are spewing the pollution, we will have

gone an incredibly long way towards solving the
probl em and you won't have the nobile source probl ens

you' ve had.

Additionally, if you | ook towards
expandi ng public transportation and getting peopl e out
of their cars, not only will you reduce your reliance

on any kind of fuel, whether it's inported or other,

and you'll also be reducing congestion. And it's been
often said, and it is particularly pertinent in
Cal i fornia where we have such nassive freeway jans and

everybody needs a car, you can get stuck in traffic as

easily in an alternative fuel vehicle as you can in a
conventional one, so just rearranging the deck chairs

on the traffic Titanic is not going to get you any

further on that regard, so there may be other places
to | ook.
And we are respectfully suggesting that

you |l ook at all of those and take the costs and the

benefits into account.
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MR MARDLE: Thank you
M5, CHUN: | do have a few coments, ))

M5. MANGELS: Yeah

M5. CHUN: )) just for point of
clarification.

Cean Gties programoverall is fuel-

neutral, and even in California where EVs are probably
the nost significant in terns of the rest of the
nation, all the dean Cties prograns really do tend

to focus on whatever fuel is best for them And there

is, at the nonent, a tendency for a stronger support
for other fuels such as natural gas and nethanol. So,
I think that that nmay be a m sperception fromsone of

the nmeetings that you may have gone to.

Secondly, | think sone of us have been at
the nmeetings that have sort of discussed free noney,

and | just wanted to point out that a significant

portion of some of that free noney is in fact fromthe
CEMs who offer rebates on their own vehicles.
MB. MANGELS: And ))

M. CHUN.  Um ))

M5. MANGELS: Ch, |I'msorry.
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M5. CHUN.  No, no. o ahead if you want
to.

M5. MANGELS: You know, as far as the CEMs

who offer the rebates, | nean, you can talk to any of
themand they will say they recover themthrough

i ncreasing the prices of conventional cars. So, that

means if you're looking at, say, in California, a 10
percent nmarket penetration, of EVs, and that's what's
mandat ed here, so that's why | use the exanple, the 90

percent of fol ks that don't buy themare going to

payi ng for themthrough higher prices for the
conventional cars they do buy. And, you know, nost
folks can't even afford to buy a new conventional car,

| et al one even a tax-subsidized version of an electric

one because the price is so nuch different.
M5. CHUN. That sort of leads into ny next

poi nt and questi on.

You know, there's been a |ot of discussion
this norning about the air quality benefits of
alternative fuel vehicles, and certainly | don't want

to discount that, but the point of the Departnent of

Energy's programis really fuel displacenent.
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And | guess ny question to you is, how
should we pay for the energy security costs that we

are currently paying for? How should we achi eve

pet rol eum di spl acenent if we are not able to, you
know, pronote the use of alternative fuel vehicles?

Whul d you and your organi zati on be opposed to tax

credits and sone of the incentives that have been
di scussed earlier today?
M5. MANGELS: I'Il try and take that in a

variety of parts

As far as the energy displ acenent goes or
t he fuel displacenent issue goes, clearly, | think
you' ve heard from sonme other fol ks who are nore

technically-oriented than | amthat there's some

di scussion as to whether or not the problemis all

that | arge.

But assuming for the sake of argunent that

it is, clearly, there's been a lot of progress in
i mproving the bang for the buck you get out of

conventional fuels. | think one of the manufacturers

just cane out with a statement that they were going to

be making a car that has at least a 70-mle per gallon
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capacity. So, as you inprove the efficiency of
i nternal conbustion engi nes and petrol eum fuel s,

certainly you' re going to reduce, you know, the

nunbers of gallons you need to go as far as you woul d.
There is also the issue of recycling of

motor oils and other oils which has been tal ked about

here whi ch doesn't appear to have been investigated
very carefully.
O hers have tal ked about relaxing the

regul ations pertaining to domestic production of other

fuel s.
As a free nmarket-oriented organization,
the folks in our coalition tend to believe that as

mar ket prices fluctuate to reflect the gl oba

conditions of politics and resource availability that
you are concerned with, that the private sector

entrepreneurs will be inspired to provide alternative

fuels and alternative fuel vehicles and ot her
alternatives to the narket depending on the denand.
| think that in the '70s when you saw t he

prices go up during the Arab fuel enbargo, there were

| ots of people who nmade a | ot of noney selling fuel
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additives and ot her systens that hel ped peopl e not
need as nmuch fuel, and | think that will happen again

here.

Cearly, if people are worried about
prices going up or availability, volatile conditions,

what ever, there is going to be sonebody on Wall Street

that's going to say, hey, this is how we can narket
the product, we have the capability to do it. | nean,
there's plenty of stuff out there now, and if it is

appropriately marketed and if sharehol ders cone in,

are willing to invest in the devel oprent and
i mprovenent of the product and the marketing of the
product, that's going to happen, | think that will

take care of itself.

MR RODCGERS: Thank you very much.

o

MANGELS: Thank you.

MR RODCGERS: Qur next speaker is CGeorge

Oakes.
MR QAKES: ood afternoon, and thank you
for allowing me this opportunity.

I'm CGeorge Cakes. I'mwith the Gty of

Cakl and, but today |'mrepresenting the dean Air
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Vehicle Coalition, which later was designhated as a
clean city for the Cakl and/ East Bay Area.

And currently we have approxi mately 400

AFVs in service and about 15 refueling stations that
we brought forth in the spirit of the program which

was a denonstration program And just very quickly,

I"d like to share with you what many of our users have
found in that denonstration program
We found that, first of all, alternative

fuel vehicles are expensive. Second of all, that they

do not always benefit us in the formof clean air but,
in fact, they do displace fuel. So, you know, the
DCE s goal is at hand here.

However, as the |ast speaker mentioned,

one thing |'ve come to realize is that the Nationa
Energy Policy Act and the dean Air Act anmendnents

have basically |egislated technol ogy change, which

really drives right in the face of our historic market
base driven and consuner choice driven issues that we
have when we see technol ogy, and we have nany cases of

t hat .

So, | think that that is an issue that is
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going to have to be reviewed in your rul enmaking
i ssues, and whether or not the federal government

should in fact |egislate technol ogi cal change.

And | amto submt to you that |oca
governnents and private fleets have historically

participated in the alternative fuels program and I

further submt that if they hadn't, there wouldn't be
one. So, you know, | think that that's already a
given and it has been participated at this point and

I think it will continue to be long into the future.

Therefore, | don't think quotas are the
appropriate method to use. | think, first of all
quotas all ow those people that provide the in product

)) for exanple, the CEMs, an opportunity to get a

nmonopol i stic situation, and hypothetically, there's
conpetition, but when you find that there is only a

limted nunber, as there is today, you have no

choices. And nmany of our acquisition choices have
been put on hold or nitigated by the fact that the
CEMs have decided no longer to participate in the

market, so we find that's very frustrating

O ten our users nust nmake a choi ce between
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)) which is a difficult choice, as you m ght expect ))
bet ween what their custoners' needs are, what their

costs of those needs are and their desire to

transition to alternative fuels, and all too often
t hey nust nake the choice and a decision to stay with

alternative oil-base fuels.

Many of the things that I'm )) |'ve had
witten down that | will further submt in the witten
copy by Novenber 5th have al ready been nentioned, so

in sense of brevity, | will not redo those.

But | am concerned about refornul ated
gasol ine and whether or not in fact does displace oil
I haven't seen any statistics onthat, I'd like to see

sone of that. Wien | talk to Chevron and ot her

suppliers, they do not respond. So, |'m concerned
about that.

| also feel strongly that the incentive

programs or the policies that are in by DCE are
actually reversed. And when | say that, the target
for the DCE are 8,500 pound or |ess GW/ and ny

concern is that what we find is that those are the

nmost fuel efficient vehicles on the road today, albeit
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there are significantly nmore of them Wat we found
when we did some very basic em ssion reduction studies

and cost per tons of em ssions reduced, it was very

obvi ous that one truck tractor, 80,000 G/W the
transition to an alternative fuel significantly

reduced nore than even 25 and 30 |ight vehicles.

So, | submit to you that the incentive or
ot her programs ought to be focused at those that have
obvi ously the nost inpact, the nost environmental

emssion. Wll, not only will they have em ssion

reductions, obviously right along with that is the
fuel displacenent; they get less mles per gallon in
any equival ent that you want to use.

As | nentioned earlier, the three major

aut o manufacturers have been very slowto enter the
mar ket pl ace. Wat we've also found is that the

entrepreneurs in the business have junped in )) sone

in the conversion business and sone in the up-fitting
busi ness )) and we've found that nmany of those that
started several years ago are no longer here. It is

not an economcally viable programat this tinme.

And there was comments about the dollars,
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whet her or not the dollars on the table should be
applied toward this goal or other conpeting goals; for

exanpl e, the Oean Water Act and others, there's other

federally and | ocal | y-nmandat ed i ssues, that what we
find is alinmted nunber of dollars.

So, trying to back up and say how do we

get to a point where we can in fact achi eve the goa
of reduced oil inports, if you will, or fue
di spl acenment, we're trying to find a nethod.

| think that the current philosophy of

al |l owi ng anybody to participate in a clean city may be
slightly msguided, and when | say that, all of us are
conpeting for a limted nunber of vehicles on the

market, we're conpeting for the sane technology. And

we see )) when | go to the neetings around the state
and around the nation the same vendors, the sane faces

at these nmeetings, and |'m concerned that what's

happening is, we're fragmenting our efforts.
And | woul d suggest that you concentrate
efforts on those areas that are, first of all, in non-

attainnent for air quality, but second of all, those

are nornally associated with the | argest popul ation
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centers as well. And within those |arge popul ation
centers are the infrastructure associated with the

traditional fuels, but also, | submt, that you woul d

get a faster econom c payback on the )) a new
infrastructure and that the )) you know, the cost to

put themin and how cl ose they are and what not woul d

be far | ess expensive than trying to duplicate that
across the United States.
| find also that we are in a gl oba

econony. As the need for fuel perhaps is |essened in

the United States by manufacture providing
significantly higher mles per gallon vehicles and
we're intransition to alternative fuel vehicles,

we're going to be conpeting for those sanme limted 45-

year reserves, if you will, with every other country
on the face of the earth, and | find that those costs

are going to be going up significantly as we conpete

for those.
| woul d suggest that we find incentives to
do what you're already tal king about. One of that is

to let's incentivize the displacenent of inported

fuels, how do we do that, and then I'll link it with
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anot her one in just a second.
W also )) | think we have, as you

mentioned in your notice, in the dean Air Act is that

we have an air quality issue and we shoul d be
attacking this simultaneously. And so the coment was

made earlier about let's talk about tons of em ssions

reduced, the cost per ton of em ssions reduced, and
the $6 mllion, tw pounds per decade was kind of very
telling, and then mx that as well with, you know,

mllions of gallons of fuel displaced and trying to

find an incentive program
You know, |'ve thought about this and had
many di scussi ons about this and nobody wants to give

up what they currently have, so we have to find a way

to bring funds back into the thing. And I'mnot a tax
person or anything like that, and | find that any

suggestion in today's market appears to be very

regressive in nature, but | suggest that we utilize
the current problemand that is the fuel itself. |
strongly believe that we should tax the fuel that we

use and use those funds to localize a very intensive

mar ket devel opnent and get a very rapid | essons
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| earned and put significant dollars, dedicated dollars
to technol ogi cal research and devel opnent.

And | think fuel sales are not a panacea

but they're surely a )) you know, an in-gane issue,
the rest of this, | strongly believe, is transitional

and will be. And | don't want to be )) 45 years from

now, CGood Lord willing, tell ny children that, well,
| participated in the dilution of our vital energy
resources around the worl d.

And | also believe, as others say, that as

the cost of these fuels go up, we'll find nore reserve
)) they nysteriously becorme available )) but all of
that just neans that we're spending other resources to

do that instead of other things that we coul d possibly

do in our econony.
So, that's kind of nmy coments on that.

I will submit witten comments back to you.

MR RODCGERS: Thank you very much.
Qur next speaker is WIlliamPl atz.
MR PLATZ: | want to thank you for your

time. | will be brief because | didn't prepare any

formal comrents.
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My name is Bill Platz, and | amthe
chairman of the Oean Fuels Commttee for the Western

Propane Gas Association. | felt that | would probably

be remiss if | didn't join in the parade of all the
alternative fuels out here and at |east nmaking ny

pi t ch.

The propane industry is already one of the
nost viable alternative fuels out there. W have in
Cal i fornia al one over 45,000 vehicl es operating on

propane today; that is w thout any free noney

what soever, that's all been capitalized by our own
noney.
And our custoners utilize propane for one

reason )) it's not necessarily because of clean air,

it's because it's cheaper to run on propane. And we
firmy believe as an industry that economc reality is

what should be driving this, not nmandates or

i ncentives, so we cone firmy down on the side of no
mandat es, as nost of the people in this room have
t oday.

Unfortunately, we in turn are al so being

af fected, not necessarily by DCE requirenments, but by
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Cean Air Act amendrment requirements, California Air
Resource Board requirenents. M fleet, for exanple,

| operate a snall fleet of 50 vehicles. |'ma snal

busi nessman. | have 95 percent of ny vehicles
currently operating on propane, but | have )) and nost

of those are, by the way, retrofits )) | have no way

of converting or retrofitting 1996 vehicles or newer
t o propane.
The reason for that is nostly due to OBD2,

but it's also due to the onerous requirenments here in

California for certification of retrofit kits. And
it's nmy understanding that as we go al ong, that
particular certification procedure is going to go

across the country.

So, what we have is a real problemhere
froma retrofit standpoint of being able to provide

vehi cl es that can operate on an alternative fuel such

as propane.
Couple that with the CEM s disinterest, so
to speak, in devel opi ng vehicles on alternative fuels.

I will pass kudos on to Ford. They have in fact

stepped up. They provided a pi ckup under 8500 GWW f or
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a six-week wi ndow this nodel year. There were 600 of
t hose vehicles sold, or over 600 of those vehicles

sold in that six-week period, but beyond the nedi um

duty vehicle that Ford is currently offering, there is
no plans that we have been told in the near future to

provi de any ot her propane-powered vehicles from Ford.

In addition, GV does offer an up-fit for
their nmediumduty vehicle but it's questionable as to
how long that's going to | ast.

Chrysl er di savows any know edge of their

pr opane- power ed vehicles that they have been produci ng
in Canada for the last five years.
So, basically what we've got is, we've got

a situation where the CEMs aren't going to produce

these alternative fuel vehicles, at |east on LPG
W're a snmall industry. W haven't been able to

provide the capital seed noney for the CEMs to produce

propane vehicles, much like the natural gas fol ks or
t he met hanol fol ks have been able to do in the past.
So, the bottomline I think for you folks,

is that we need your |eadership in hel ping us devel op

that market that you need so that we can displace sone
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of this oil that we're talking about. W need your
i nfluence on the CEMs, either to open up the CBD2

conputer requirenents so that our retrofit kit

manuf acturers can then get back into the marketpl ace,
or to induce the CEMs to produce the vehicles

t hensel ves.

Wt hout either one of those incentives, |
really don't think we're going to get anywhere with at
| east LPG s contribution and, in fact, the current

contribution that we have today to displace oil wll

be t hr eat ened.
And that's brief.
MR RODCGERS: Gkay. Thank you very much.

Ckay. That's our |ast speaker. Do we

have )) excuse ne. Andi, do we have anyone signed up
to make clarifying remarks?

Doesn't look like it.

Yes, G eg?
MR VLASEK: | didn't sign up but | would
like to nmake a couple brief comments.

MR RODCGERS: Sure. Come up to the

m crophone, pl ease.
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MR VLASEK: Thank you. It's a long
morning. It's 20 "til 2:00, so | will be brief.

But there were a couple of things that |

wanted to respond to that were raised by sone of the
VEPA ))

THE REPORTER  Excuse ne. Could you

pl ease state your nane for the record?
MR VLASEK: Ch, certainly. M nane is
Geg Masek with California Natural Gas Vehicle

Coal i tion.

I''m al ways happy when Anita Mangel s and |
agree on sonething, and the kernel that | heard that
we agree onis, is that DCE really needs to take a

very hard | ook at the econom cs of this issue before

maki ng the recomendati on to Congress.
You need to | ook at the econom cs very

carefully on the alternative fuel vehicle side and the

infrastructure that goes with that and the needs of
that industry if it is going to devel op
The other thing you need to | ook at very

carefully is the economcs that go into the continuing

support of the petroleumindustry that gasoline and
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di esel custonmers do not see. Because | think we can
all agree that there are sonme of those costs out

there. W don't agree on how rmuch they are or how

much )) to what degree that should be factored into
the deal for final analysis.

| had an opportunity to review Tom

Austin's data that he EPACT prograns to the State of
California and the analysis he did for WSPA.
It was interesting to note, and | revi ewed

sone of nmy data that | accumul ated during the gasoline

price increases that we experienced here in California
earlier this year, the cost of those increases to
California consuners and to the fuel retailers,

because the fuel retailers did |lose about $2.7 mllion

per day during that price hi ke because of the acute
conpetition that was created. The total cost per day

to consuners and fuel retailers in California was

about $17.8 mllion per day.
If you bal ance that against the statistics
that M. Austin provided, a quick calculation wll

show you that with 63 days of the level of price

i ncreases that we experienced here in California, in
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63 days, we could have paid for the entire Federal,
State Fleet and Fuel Provider programfor the

acqui sition of vehicles.

If we were to experience over the next 15
years, say, 215 days of price increases of that

magni tude, it would pay for the entire cost of those

programs plus the local fleet nmandate and the private
fleet mandate for vehicle acquisition within 215 days.
So, if we assune that we're going to have those kinds

of increases any tine in the next 15 years, we ought

to look at those factors in the equation.
Looking at the total cost that M. Austin
i ndi cates, which includes not only incremental vehicle

costs, but infrastructure costs and | ost fuel tax

revenues to the State of California, from1993 to the
year 2010, because of your proposed regul ations, his

figure for that was $4.6 billion. And let ne see if

I have ny cal culation here. That anount of noney is
represented by 263 days of the el evated gasoline and
diesel price increases that we've already experienced

this year.

| hope that puts it into perspective for
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you and for sone of the folks in the audience the
amount of noney that we're really talking about. It's

easy to say it's going to cost )) you know, the

consumer is going to get screwed by this oppressive
governnent policy, but | think it's inportant to keep

it in context of what consumers are paying today over

whi ch they have no choice or no control as to what
fuel alternative they mght have. So, | think that's
val uabl e i nfornmati on.

| wanted to comment )) and again, | don't

want to get into too nuch detail here. Many speakers
rai sed sonme issues about CEM versus conversions.
My perspective on the future of

alternative fuel vehicles is that conversions are not

ultimately going to be viable; that OEM products that
provi de the em ssions reduction that CEM products are

capabl e of providing at the increnental costs that

CEMs will charge shoul d be the basis of your economc
cal cul ations, not the cost of conversions and not the
em ssions benefits associated with conversions. And

we had a conversation )) our industry had a roundtable

with Ford yesterday that | think strongly confirns
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t hat perspecti ve.
On the subject of bi-fuel or flex-fueled

vehi cl es versus dedicated, | think it's clear that

dedi cated vehicles are really needed to have any
assurance of achieving the objectives for whatever

programyou ultinmately end up with, whether it's

mandates or incentives. The track record for bi-
fueled and fl ex-fuel ed vehicles, in terns of fuel con-
sunption just is not good and we cannot make )) there

is no way that | can foresee guaranteeing that bi-

fuel ed vehicles can be relied upon to get the job done
interms of increasing alternative fuels.
Wth respect to the range issue for

natural gas vehicles, several speakers brought that

up, as did Ms. Mangels sort of generally inpugn the
performance of alternative fuel vehicles in general

I just wanted to say that Ford and Honda are both

i ntroducing vehicles for 1997, pickup trucks, vans,
sedans that are already certified under the hi ghway
test procedures to have a range of about 300 mles.

That neans a real-life driving range of about 225 to

250 mles. So, we don't think that range is nearly as
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much of an issue, particularly with a dedi cated
vehicle as it has been nade out by some speakers

t oday.

Let ne conclude with one nore point.
Sone of the free noney that | have heard

about and has been represented before you here today,

I would like to point out that sonme of that conmes from
sonething called PVEA. Particularly here in
California, it's been a source of quite a bit of the

al ternative fuel vehicle devel opnent revenue that

we' ve had over the past 10 years or so. |It's
i nportant for people to recognize that that free noney
comes fromsettlements of antitrust violations with

the petroleumindustry for fleecings of the Anerican

public and their consumers that occurred in the 1970s
and 1980s. So, this is not all taxpayer-funded

subsidies to get this market going.

And | think I'Il just leave it at that and
t hank you for your tine.
MR RODCGERS: Thank you very much.

Do we have any other clarifying or

rebuttal coments? Two? Ckay.
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M5. MANCGELS: I'msorry. | didn't realize
we needed to sign up first for rebuttals. [|'Il nake

it really quick.

MR RODCGERS: Could you ))
MB. MANGELS: | didn't think I ))

MR RODCGERS: Go ahead and state your

nane, Anita.
M5. MANGELS: Ch. Anita Mangel s,
Cal i forni ans Agai nst H dden Taxes.

| didn't think I adequately answered Ms.

Chun's question when | went back to ny seat, so |'d
like to fill in.
| think you asked ne about what woul d our

feeling be about other incentives other than a

mandat e, and our position has always been and |'m sure
will remain that the best incentive for any business

is to be allowed to keep nore of its own noney through

reduced taxes and a nore relaxed regulatory clinmate so
that they are free to invest in what they believe wll
be the best product for their customers at the nost

conpetitive price.

Now, as to other incentives, clearly there
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are lots and lots of incentives available to fol ks who
invest in property plant and equi pnent here in the

United States, not linted to any specific industry,

and al t hough we question again the )) you know, the
efficacy of having incentives as opposed to just |ower

tax structure to begin with, clearly, anybody who

devel ops alternative fuels, alternative fuel vehicles
is certainly wel come to and shoul d avail thensel ves of
the existing tax breaks that are there for any

busi ness, they don't necessarily need any of their

own.
As far as the analysis that Geg just did
of the cost of the recent gas price spike, surely he

doesn't think that there won't be price spikes with

any ot her kinds of fuels as we go down the road.
Products fluctuate, prices fluctuate according to

supply, demand and ot her conditions.

You m ght remenber recently there was a
huge thing )) it wasn't huge |ike some things, but
there was a deal where cereals, breakfast cereals were

going way up and there were |ots of news stories about

how peopl e were not buying bran fl akes because t hey
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were too expensive, and the government wasn't stepping

in and sayi ng,

ny goodness, you know, people aren't

getting their bran and that's not good for their

health so we better start controlling the price of

bran fl akes.

The cereal nakers said, well, wait a

m nute, people aren't buying our product, gee, we

better reduce the prices, and they went ahead and did

t hat .

And again, that's what happens with

petrol eumor any other conmmobdity. | nean, people |ose

nmoney on the fluctuating prices of orange juice.

There's a worl dwide market in coomodities and that's

what it's

all about, and if alternative fuels succeed

on their own nerits in the marketplace, they too can

join the comodities narket and their prices can

fluctuate.

So,

it's alittle disingenuous to say

that, ny gosh, price spikes cost, yeah. You know, |

pay nore for shoes sonetines than | do other tines.

out that,

As far as the PVEA 1'd just like to point

yes,

lots of the noney does cone from
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viol ation escrow accounts, and | would very nmuch |ike
to hear folks take that into account when they start

comng up with these grandi ose costs related to the

use of petrol eum fuel s which have actually done quite
well for the citizens of this country and for our

econony for the last hundred years even though

el ectric vehicles have been available for that |ong as
wel | .
You hear a | ot about, well, what about

subsidies for other industries? Wat about the

penal ties assessed on other industries and how t hose
fol ks have spent a ot of their own noney voluntarily
and otherwi se to contribute to the cleaner air climte

that we're all enjoying today.

Thank you.
MR RODCGERS: Thank you.

MR MXDI SETTE: Yes. |'Il be very brief

because | know you have some flights to catch.
MR RODGERS: Go ahead, M. Modisette.
MR MDD SETTE: Dave Mdisette, with the

California Electric Transportation Coalition.

| just wanted to address the question that
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you' ve asked several people today, whichis, if we are
going to go down the path of additional incentives,

how do we pay for it? And | guess one of the things

that | did include in ny package to you are two
studi es that were done independently that |ooked at

subsidies to the petroleumindustry, and | guess that

woul d be ny suggestion as to where you shoul d | ook
first. The two studies are, one by Gtizen Action out
of Washington, D.C. and another one by the Union of

Concerned Sci enti sts.

And if you only look at the direct tax
subsidies to the petrol eumindustry, now |'m not
tal king about externalities, |I'mnot talking about

governnent prograns, but if you look at the direct tax

subsidies to the petrol eumindustry, the Union of
Concerned Scientists cane up with alittle over $6

billion annually in both federal and state tax

subsi dies, an additional $50 billion in annual
programs that benefit )) federal prograns that benefit
the oil industry.

And, again, | have )) | did give you

copi es of these but | have sone nore if you'd |ike
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t hose.
Thank you.

MR RODCGERS: Thank you very much.

I'd like to thank everybody for your ))
I"msorry, we have one nore clarifying conrent ?

MR WATSON: Yes. Two minutes of quick

clarifying coments, if | could.
When | drafted proposals ))
THE REPORTER. Excuse ne, ))

MR WATSON: Yes. Leroy Watson, with the

Nat i onal Bi odi esel Board.
When we had drafted the proposals to
discuss at this hearing, | had left our several areas

that were outside the general jurisdiction of the

Department of Energy, but | know that several other
conmmenters have raised those issues and I'd like to

make just a couple quick ones that are extrenely

important to the comercialization of biodiesel
First of all, related to tax incentives,
under EPACT, there are several general tax incentives

for the purchase of alternative fuel ed vehicles and

the creation of alternative fuel infrastructure
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Those are codified under Section 179 of the | RS Code.
Under research that | have performed with

individuals of the IRS, biodiesel as an alternative

fuel currently qualifies for none of those tax
incentives. So, biodiesel vehicles, even neat

bi odi esel vehicle certified by manufacturers are

ineligible to receive any of those tax incentives, as
are anybody who puts in a biodiesel refueling
i nfrastructure.

Second of all, an inquiry with the IRS

the refueling infrastructure issue, tax break is
limted only to comrercial infrastructure for
refueling notor vehicles, and as we tal ked about ))

and as | tal ked about in ny presentation, one of the

areas where we think for potential market penetration
for alternative fuels could be in marine vessels. But

unfortunately, even if biodiesel qualified as a fuel

that could get tax incentives for infrastructure
devel opnent, it would not qualify for comercia
marine facilities.

So, those are two areas where there's a

clear lack of coordination between the IRS and the DCE
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programs related to the commercialization of our fuel
The other program| wanted to just

mention, and | apol ogi ze for not doing it before, and

one of the other comrenters had tal ked about it, about
the Light-Duty D esel Devel opment program

The Departnent of Energy currently has a

request for proposals out for najor diesel
manufacturers for what they call the LE55 Light-Duty
Vehicl e program LE standing for |ow enission, and

t he devel opnment of an diesel engine that gets 55

percent efficiency in its engi ne conversion.
Wthin that research program it seens to
be structured and the request for proposals is

structured |i ke many of the proposals with government

inthat it focuses only on the engine technol ogy
rather than on the fuel. W find these problens al so

dealing with EPA all the time as well; today we're

going to regul ate engi nes )) engines, engines,
engi nes, tonorrow we'll talk about fuels )) fuels,
fuels, fuels, rather than bringing the two together.

So that the Departnent of Energy )) and |

believe that the solicitation period is still open for
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proposal s related to the LES5 Light-Duty Vehicle
Devel oprent programthat the Departnent is willing to

cost-share is still open, but | would strongly

encourage you to work with your col |l eagues who are
managi ng the LE5S5 research program and ask themto

| ook favorably on any proposal s that night incorporate

alternative fuels |ike biodiesel into the research and
devel opnent prograns for | ow em ssions, 55 percent
efficient vehicles.

MR RODCGERS: Gkay. Thank you very much

I want to thank everybody for sticking
around and for making your contribution to this very
i mportant process.

Thank you.

(Whereupon, at 1:55 p.m, the hearing in

t he above-entitled matter was concl uded.)
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